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ABSTRACT 

This document contains administrative and public » 
witness testimony and prepared statements from the Congressional 
hearing on the tax refund offset program. Descriptions of the child 
support enforcement program and of S. 150 (the Collection of Student 
Loans in Default Act of 1983) are presented. The testimony and 
prepared statements by representatives of the internal Revenue 
Service, the Department of 'the Treasury, the Office of Child Support 
Enforcement, the Department of Education, and the General Accounting 
Office are presented. Public witness testimony and prepared 
statements by representatives of the National Reciprocal Family 
Support Enforcement Association, the California Family Support 
Council, the Minnesota Office of, Child Support Enforcement, , the 
National Council of State Child Support Enforcement Administrators, 
the Iowa College Aid Commission, and the United States Congress 
(Senators Charles E. Grassley and Charles H. Percy) are presented 
also. Topics which, are covered include the program's adverse effects 
on the tax system, program procedures, administration concerns, 
government loan collection, impact on families, and litigation. 
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TAX REFUND OFF'SET PROGRAM FOR DELIN- 
QUENT STUDENT LOANS AND CHILD SUPPORT 
PAYMENTS ' m s 



FRIDAY, SEPTEMBER 16, 1983 

U.S. Senate, 
Committee on Finance, 
Subcommittee on Oversight 
of the Internal Revenue Service, 

Washington, D.C. 

The subcommittee met, pursuant to notice, at 9:38 a.m., in/oom 
SD-215, Dirksen Senate Office Building, Hon. Charles E. Grassley 
(chairman) presiding. 

Present: Senator Grassley. >. a ) 

[The press release announcing the hearing, background material 
on the child support enforcement program and on S. 150, and Sena- 
tor Grassley's prepared statement follow:] 

(Press Release], 

Finance Subcommittee on Oversight of the Internal Revenue Service Sets 
Hearing on Tax Refund Offset Program and S. 150 

Senator Charles E. Grassley (R., Iowa), Chairman of the Subcommittee on Over- 
sight of the Internal Revenue Service of the Committee on Finance, announced 
today that the Subcommittee will hold a hearing on Friday, September 16, 1983, on 
the general effectiveness of the tax refund offset program for certain delinquent 
child support payments and S. 150. A 

In announcing the hearing, Senator" Grassley noted that "the tax refund offset 
program for delinquent child support payments has been part of the Internal Reve- 
nue Code since the passage of the OmnibUeKeconciliation Act of 1980. The Subcom- 
mittee intends to examine the effectiveness of the program, the possibility of ex- 
tending the refund offset program to non-AFDC recipients^and the applicability of 
this approach to other delinquent Federal accounts." Senator Grassley stated that 
the Subcommittee intends to examine the effect of this program on voluntary com- 
pliance with the Federal revenue laws and the recent court decisions on the refund 
offset program. 

The hearing will begin at 9:30 a.m. in Room SD-215 of the Dirksen Senate Office 
Building. . * 

The following legislative proposal on a similar issue will also be considered at the 
hearing: . 

S. 150.— Introduced by Senator Jepsen. S. 150 generally would provide for the col- 
lection of delinquent student loans, guaranteed by the Federal Government, by off- 
setting any tax refund due delinquent debtors. 

' - "A 
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DESCRIPTION OF THE CHILD SUPPORT 
ENFORCEMENT PROGRAM AND OF 
S. 150 (THE "COLLECTION OF STU- 
DENT LOANS IN DEFAULT ACT OF 

1983") 

Scheduled for a Hearing 

BEFORE THE 

SUBCOMMITTEE ON OVERSIGHT OF THE 
INTERNAL REVENUE SERVICE 

OF THE 

SENATE COMMITTEE ON FINANCE 
ON SEPTEMBER 16, 1983 



/ 

Prepared by the Staff 

y " OF THE 

JOINT COMMITTEE ON TAXATION * 

INTRODUCTION 

The Subcommittee on Oversight of the Internal Revenue Service 
of the Senate Committee on Finance has scheduled a hearing on 
September 16, 1983, to examine the effectiveness of the Federal tax 
refund-offset provisions for collecting certain delinquent child sup- 
port payments owed to recipients in an Aid to Families with De- 
pendent Children (AFDC) program. The hearing also will examine 
the possibility of expanding these, or similaf provisions, to other 
types of delinquent Federal accounts. Specifically, the Subcommit- 
tee plans to examine the possible effectiveness of such refund-offset 
provisions for collecting delinquent child support payments in the 
case of non-AFDC recipients and to examine S. 150 (introduced by 
Senator Jepsen) which generally would provide for the collection 
by the Internal Revenue Service of certain delinquent student loan 
amounts guaranteed by the Federal Government. 

The first part of this pamphlet is a summary of tlje present child 
support enforcement program and of S. 150. The second part con- 
tains a moife detailed description of the child support enforcement 
program and an overview of some recent court decisions involving 
the refund-olffset provisions which* are a part of the program. The 
third part <ff the pamphlet contains a more detailed description of 
S. 150, including present law, explanation of provisions, and effec- 
tive date. 



^ I. SUMMARY \ , • • 

77ie CAi/rf Support Enforcement Program 

Present law provides for, Federal assistance in collecting delin- 
quent child support payments from absent parents. This program 
includes both tax and non-tax aspects. The/applicable tax provi- 
sions include authorization for the InternfiU Revenue Service to 
assess and collect, in the Same manner as a tax, amounts reported 
to it by the Secretary of Health and Human Services as delinquent 
when State agencies have bedn unable to collect the sums by other 
means. An additional collection mejbhod is provided by^which the 
IRS can offset Federal income tax refunds otherwise due absent 
parents of children who receive AFDC payments owing delinquent 
child and spousal support paynfents against the delinquent pay- 

2ients and remit the tax refunds to the appropriate Stpte welfare 
gencies. 

Because tax information generally cannot be disclosed except in 
strictly limited circumstances, the disclosure provisions of the In- 
ternal Revenue Code include a special exception permitting disclo- 
sure of certain tax information by the Internal Revenue Service 
Solely for the purpose of establishing and collecting these delin- 
quent child support payments and locating individuals owing child 
support. 

S. 150 \ 

S. 150, introduced by Senator Jepsen, would provide A new Feder- 
al program administered through the tax system for collecting stu : 
dent loans in default which the Federal Government has made Or 
guaranteed. Under the bill, the Internal Revenue Service would 
collect amounts in default on Federally guaranteed student loans 
and apply those amounts (through the Department of Education) 
against the unpaid loan balances. The program generally would be 
structured in a manner similar to the present assessment and col- 
lection provisions for delinquent child support obligations as op- 
posed to the refund-offset provisions. 

The provisions of the bill would be effective on January 1, 1984. 



« 

II. DESCRIPTION OF THE CHILD SUPPORT ENFORCEMENT 

r PROGRAM 

'A.^Present Law N 
Overview vf program x t 

Title IV^D or the Social Security Act, enacted in 1975, estab- 
lished a Federal program for enforcing child support obligations of 
^absentee parents. The program provides services both to families 
receiving benefits under an Aid to Families irfith Dependent Chil- 
dren (AFDC) program and to non-AFDC families. The child support 
enforcement program is designed' to locate absentee parents, estab- 
lish paternity, and assist in the establishment and collection of 
child support payments, whether court-ordered, administratively . 
determined, or voluntary. 

As a, condition of eligibility for AFfrC payments, each applicant 
or recipient must assign to the State any rights to support which 
he or she may, have in-^ois or her own behalf or on behalf of chil- 
dren in the family and must cooperate with the State in establish- 
ing paternity and in, collecting support payments. States are also 
required to provide child support enforcement services to families 
that are not eligible for AFDC; however, one of the two Federal tax 
enforcement provisidns (the refund-offset provisions) does not apply 
in the case of non-AFDC families. 1 1 

Effective on July 1, 1975, the Internal Revenue Service was au- 
Vthorized to assess and collect, in the same manner as a tax, 
amounts certified by the Secretary of Health and Human Services 
*(HHS) 2 as delinquent, child and spousal support payments (Code 
sec. 6305(a)). The Internal Revenue Code further provides that no 
court has jurisdiction to Review, Federal assessment or collection ac- 
tivities under this provision. This prohibition is similar in nature 
to the anti-injunction provision that generally bars suits to restrain 
assessment or collection of Federal taxes (sec. 7421). 
$ The Omnibus Budget Reconciliation Act of 1981 3 amended the 
child support enforcement program to provide for collection of past- 
due child and spousal support by'offsetting Federal tax refunds as 
an additional method of insuring payment of the support in the 
case of families receiving AFDC payments (sec. 6402(c)). That act 
also expanded the authority of prior law to enforce support obliga- 
tions for support of the parent with whom the child is living, re- 
quired States to have programs to collect child support obligations 
which are being enforced by reducing unemployment benefits of 
absent parents, and made other non-tax changes -in the program. 

1 S. 1708, introduced by Senator Grassley, .would extend \he Federal tax refund-offset provi- 
sions of the child enforcement program to non-AFDC families. 

2 Formerly the Secretary of Health, Education, and Welfare. y 

3 Public Uw 97-35. 
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The 1981 refund-offset provisions do not contain express anti-in- 
junction provisions like those of the direct assessment provision. 

Disclosure of tax .information 

In general, tax returns and return information are confidential 
and may be disclosed by the IRS only in certain strictly regulated 
circumstances (sec. 6103). Violation of these disclosure provisions 
niay result in imposition of fines or prison terms as well as civil 
damage liability. For this> purpose, return information generally 
means all information included on a person's tax return as well as 
other information obtained- by the : IRS I that is related "to the. returty 
or to the determination' bf* tax liability. For example, information 
as to a taxpayer's identification, the nature and source of his or 
her income, and the amount of any refund due him or her, is 
return information. 

As part of the Federal child support enfdrcement program, an ex- 
ception is made to the general disclosure rules permitting certain 
disclosures to Federal, State, or local child support enforcement 
agencies of information on the address, filing status, amounts and 
nature of income, and number of dependents claimed on the return 
of a person owing delinquent child support payments. Additionally, 
the payors of th,e person's income may be disclosed if that informa- 
tion is not reasonably available from any other source. These dis- 
closures are permitted only for the purposes of, and to the extent 
necessary in, establishing and collecting child support obligations 
from, and locating individuals owing the support obligations 0 (sec. 
6103(1X6). 

Administration of the refund-offset provisions 

Beginning with tax returns filed in 1982, income tax refunds 
were withheld by the Internal Revenue Service in certain cases 
and used to pay delinquent child and spousal support (sec. 6402(c)). 
Under these provisions, the names of persons owing more than 
$150 in child or spousal support payments and who are at least 
three months in arrears are reported to the IRS by States through 
the Office *of Child Support Enforcement of the Department of 
Health and Human Services. HHS consolidates the lists from the 
individual States and sends the IRS a single nationwide computer 
tape. IRS then compares the tape with its records and offsets re- 
funds in whole or in part against support , payments shown due. 
Offset refunds are reported to HHS monthly and HHS then ar^ 
ranges for payment to State welfare agencies for further disburse- 
ment to local agencies, as necessary. 

When all or part of a persons refund is withheld, the IRS noti- 
fies the person in w/iting of the offset. If the taxpayer wishes to 
contest the action, however, appeal is to the State welfare agency 
rather than the IRS. If a refund is erroneously offset, the State 
welfare agency, not the IRS, must reimburse tbe person whose 
refund was withheld. »- 

In some cases, the offset refund may be from a joint return fired 
by a person who is delinquent in making support payments and a 
spouse who is not obligated to pay the support. If such an offset 
occurs, the spouse not obligated to pay support -mat file a claim 
with the IRS for the portion of the withheld refund attributable to 



his or her income. To receive the refund, however, the spouse must 
provide information necessary to allocate the income and deduc- 
— tionson the joint return so that eaoh spouses fax liability may be 
calculated. If such information, is not provided, the IRS will allo- 
cate the refund according to an established formuta (Rev. Rul. 80-7, 
1980-1 C.B. 296). ^ . 

The IRS is entitled to bill (through HHS) the States benefitting 
from the refund-offset provisions in an amount sufficient to reim- 
burse it for costs it incurs in offsetting refunds for payment of de- 
linquent child and spousal support. 

B. Recent Court Decisions Involving the Refund-Offset Provisions 

Implementation of the refund-offset provisions has resulted in 
several court challenges to its constitutionality. Three recent 
4 United States District Court cases illustrate the nature of .these 
challenges. Because the refund-offset provisions were only, enacted 
in 1981, appellate courts generally have not addressed the issues 
raised by the provisions; however, appeals are pending in the 
United States Circuit Courts in two of the cases^discussed below, 
and in another case which was dismissed as moot. 4 

Sorensen v. Secretary of the Treasury 

On December 28, 1982, the United States District Court for the 
Western District of Washington addressed the nature and legality 
of the refund-offset provisions in Sorensen v. Secretary of the Treas- 
ury. 5 In Sorensen, the Court first addressed the issue of standing of 
the taxpayers to -enjoin enforcement of the provisions. The Court 
held that the refund-offset provisions do not involve assessment or 
collection of a* tax since the United States is merely a transfer 
agent, and therefore, persons deprived of their refunds have stand- 
ing to sue, notwithstanding* the provisions of the tax law generally 
prohibiting suits w enjoin the assessment or collection of tax. 

The Court the,if addressed the issue of whether the procedure by 
which a refund is offset violated constitutional due process guaran- 
tees. The Sorensen case involved a spouse signing a joint return 
who did not owe an obligation of support and the nature, under 
State law, of the interest of the delinquent parent in the income of 
that spouse. The Court held that the IRS notice procedures violated 
constitutional due process guarantees, stating that the absence of 
specific notice by the IRS- to the non-obligated spouse that the 
entire refund would be offset^unless she filed an additional claim, 
but that only one-half of the refund was subject to offset under the 
applicable Washington State community property law, ^rendered 
the notice insufficient to apprise the spouse of her rights. 

V 0 

Nelson**. Regan 

On January 14, 1983, He United States District Court for Con- 
necticut addressed sifoilar flue process challenges to the refund- 
offset provisions irt fcison v. ^legan* The Nelson case also involved 

4 Rucker v Secretary of the*Treasury y 556 F. Supp. 1051 (D. Colo. 1983). appeal docketed UOth 

Ci » 557 F. Supf>. 729 (W.D. Wash. 1982). appeal docketed (9th Cir.). 
8 560 F. Supp. 1101 (D. Conn. 1983). appeal docketed (2nd Cir.). 
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i spouse who did not owe an obligation of support; but who signed 
, i joint retqrn whicb led to her tax refund being-offset against her 
lusband's unpaid supptort obligation. In Nelson, the Court held .that 
i clear "predeprivation notification, specifying the possible v de- 
enses and the procedures for asserting those defenses" is constitu- 
ionally required under the T due process clause. The Court further 
leld that the State welfare agency . must provide the opportunity 
or precertification administrative review of its determinations by 
in official with authority to remove names from any list of delin-' 
juent debtors to be certified to the IRS. before any offsets can 
3ccur. 

.Vidra v. Egger 

In Vidra v. Egger, 1 \he United States District Court for the East- 
ern District of Pennsylvania viewed the refund-offset provisions as 
part of the 'tax collection process. In Vidra, spouses of fathers 
owing delinquent child-support payments sued to enjoin enforce- 
ment of the refund-offset provisions, alleging that they violated 
constitutional due process guarantees. Before the suit, the. IRS had 
informed the spouses that theirYemedy was against the Pennsylva^ 
nia welfare agency, and the spowses had not, therefore, filed claims 
for refund of the offset amountsNvith the IRS. The Court dismissed 
the> case, citing the , anti-injunction provisions of the Codtf and 
stated that a refund suit wag the only Federal remedy available. 



7 83-1 USTC U 9158 (Dec. 8, 1982). 
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III. DESCRIPTION OF S. ISO 

(Thk Coi.lkction ok Stiuiknt Loans in Pkfaih.t Act OK 1983) 

A. Present Law 
Overview of Federal guaranteed student loan program , 

Under present law, the Federal* Government guarantees or in- 
sures all or a portion of certain types ofdoans made to students by 
State governments and other persons with whom the United States 
has agreements ui\der Federal aid to education programs. As a 
result, if a student borrower under any of these programs defaults 
on- payment of interest or principal, the United States may be be 
forced to repay the amount in default. In case of default, the 
United States is authorized to sue in any State or Federal court 
, having general jurisdiction to enforce payment or to compromise! 
any' claim arising under any such guarantee or insurance agree- 
ment. However,, present law includes no program for cbllecting, 
througfi the tax system, student loan amounts in default. 

Disclosure of tax information 

In general, tax returns and return information are conOdential 
and may be disclosed only in certain Strictly regulated circum- 
stances (Code- sec. 6103).' Return information includes a taxpayer's 
identification and the nature and source of his or her income. How- 
ever, present law provides an exception to assist in evaluating ap- 
plicants for Federally insured loans. Under this exception, the Sec- 
retary of the Treasury may disclose to the head of any Federal 
agency administering any program under which the United States 
(or any Federal agency) tnakes, guarantees, or insures loans, 
whether or not an applicant for a loan urlder any s\ich program 
has a tax delinquent account. This disclosure may be made only for 
the purpose,' and to the. extent necessary, to determine the cre- 
ditworthiness of the loan applicant (sec. 61030X3)). 

Another exception permits the Secretary of the,; Treasury, upon 
written request /from the Secretary of Education, to disclose the 
mailing address of any taxpayer who is in default on any Federally 
insured student loan rpade with respect to higher education or 
made with respect to certain student assistance pjpflgrams.' (See, sec. 
6103(m)(4) and the Higher Education Act of 1965, Trifle IV, parts B 
and E, 20 U.S C. sections 1001, et seq.) In additibn,^he Secretary of 
Treasury may disclose the mailing address of any taxpayer who 
has defaulted on certain loans made under the Migration and Refu- 
gee Assistance Act of 1962 to a student at an institution of higher 
learning (sec. 6103(1^(4)^ 

These disclosures may |be made for use by .officers, employees, or 
agents of the Department of Education to assist in locating the de- 
faulting taxpayer and collecting the unpaid amounts. Tfiese disclo; 



9 



sures may also be made to any lender, or any State or nonprofit 
guaranteeing agency participating in loans under the Higher Edu- 
cation Act of 1965, for use by suclj persons in collecting such loans. 

B. Explanation of Provisions 

Both the Internal Revenue Code and the Higher Education Act 
of* 1965 would be'amended by the bill to establish a new Federal 
program administered through the tax system for collecting stu- 
dent loans in default. 

Amendments to the Internal Revenue Code 

Under the bill, a new section dealing with the collection of stu- 
dent Joans in default would be added to the Internal Revenue Code 
(new sec. 6306). Under this provision, in the case of calendar year 
taxpayers, the Secretary of Treasury would be required to give 
written notice, no later than January 15 of each calendar year, to 
each individual with respect to whom that Secretary has received 
notice under the provisions of the Higher Education Act of 1965 of 
a default in payments. The notice would be required to explain the 
provisions of the new collection program, the dollar amount which 
the individual must pay, and instructions for making payment. If 
an individual had a taxable year other than a calendar year, notice 
would be required to be sent no later than 15 days after the close 
of that taxable year. The amount specified as due at that time 
would be the amount owing as of the last day of that taxable year. 

Amounts collected by the Secretary of the Treasury under this 
provision would have to be paid in connection with the filing of the 
taxpayers incoAe tax return for the (taxable year preceding the 
year in which he or she receives the notice. If an individual failed 
to pay the full amount required to be paid on or before the due 
date of the income tax return for that taxable year, the Secretary- 
of the Treasury would assess antJ. collect the unpaid amount as if 
such amount were a tax, the collection of which would be jeopard- 
ized by delay. 

The bill would include specific anti-injunction provisions applica- 
ble to the new program. No court of the United States would have 
jurisdiction of any suit brought to restrain or review the assess- 
ment or collection made by the Secretary of these delinquent 
amounts. In addition, no such assessment and collection would be 
subject to review by the Secretary of Treasury in any proceeding. 
However, the bill would not preclude any action against a State by 
an individual to .determine his or her liability for any amount as- 
sessed and collected, or to recover any such amount. 

The Secretary of the Treasury would be required to report to the 
Secretary of Education, at least monthly, the amount collected 
under this program. Amounts collected under the program would 
be transferred by the Secretary of Treasury to the Secretary of. 
Education at the end of each calendar quarter for disposition as de- 
scribed below. 

Amendments to the Higher Education Act of 1965 

The Higher Education Act of 1965 would be amended to require 
the Secretary of Education to provide the Secretary of the Treasury 
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with a list showing the hame and test known address of any person 
who has defaulted on al loan made, guaranteed, or insured by the 
United States. In addition, the notice would have to state the 
amount of unpaid principal and accrued interest on each such loan 
and the name of the holder of each loan. This, list would be pro- 
vided at the end of each calendar quarter. 

Loans would be subject to collection under this program if they 
were in default for at least 6 months at the time the transmittal 
was madei and either (1) the United States was an assignee of the 
note (or other evidence of indebtedness) or (2) the note was held by 
a State, a nonprofit institution, or other" specified tyoe of holder 
and guaranteed by the United States and the amount ot the unpaid 
principal and accrued interest had been determined by a court* or 
by State administrative process. 

Amounts collected by the Secretary of the Treasury under this 
program would be transferred to the Secretary of Education for dis- 
position in accordance- with the guarantee agreement between the 
United States and the State or other organization involved in the 
loan. Amounts due the Federal Government would be deposited in 
the general fund of the Treasury. 

• • C. Effective Date 

The provisions of the bill would be effective on January 1, 1984. 

1 Statement of Senator Charles E. Grassley 

Today, the Subcommittee on the Oversight of the Internal Revenue Service is 
holding a hearing to examine the present federal income tax offset program for 
child support enforcement. Furthermore, we will be looking at the feasibility of in- 
cluding non-AFDC families with delinquent child support in this program, as well as 
expanding the refund offset program to include other overdue Federal debts such as 
delinquent student loans. 

Child support enforcement is an issue resulting from many unfortunate changes 
in the structure of American families in the past several years. Over one million 
American marriages end in divorce each year, resulting in a growing number of 
children living in single-parent families. At the present time, approximately 87 per- 
cent of the families receiving Aid to Families with Dependent Children do so due to 
a living parent's absence from the home. Over 38 percent of the children in AFDC 
households were born to unmarried parents. These fathers have an obligation to 
support their children which has been assumed by the Federal agencies. These 
changes huve, increased the costs of welfare payments to many of these single- 
parent families. ' 

In H)7H, 7.1 million women in America were mothers of one or more children 
under the age of 21 whose fathers were not present in the home. Fouc out of every 
ten of these women were dependent for the support of their children on sources 
other than the fathers of these children. Sixty percent of these 7.1 million women 
had been awarded child support payments, but many had not received the full 
amount of support they were due. Of the 3.4 million women due child support pay- 
ments in l!)7S, only one-hall* received the full amount. Approximately 23 percent re- 
ceived no payment at all. Failure for fathers to pay child support is not related to a 
parent's income or the size of the support payment. High-income absent parents are 
just as likely to avoid their obligations as low-income absent parents. 

As I am sure you are aware, section 451 of the Social Security Act created the 
child support enforcement program "for the purpose of enforcing the support obliga- 
tions owed by absent parents to their children, locating absent parents, establishing 
paternity, and. obtaining child support," This program is designed to reduce welfare 
spending by returning the responsibility of supporting children to the parents. One 
i^sue we must investigate today is the effectiveness of the child support enforcement 
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x program in reducing government welfare^Gsts . weighed against the additional 
burden it creates for the Internal Reverse Service. We hiust also look at recent 
^.trends which indicatef that collections on behalf of AFDC recipients have turned 
downward, exclusive of the income tax refund offset program, and examine the rea- 
sons for this trend. 

The Federal income tax refund offset program was designed to expand child sup- 
port obligations of absent parents whose children are receiving cash assistance" 
.through AFDC Public Law 97-35 required the Internal Revenue Service to establish 
a tax offset program for past due support obligations, and required the States to 
submit appropriate lists of delinquent individuals to the Office of Child Support En- 
forcement. 

Ungjer the offset program, all States are required to submit to the Office of. Child 
Support Enforcement a certified list of individuals who are delinquent on legal child 
support obligations'for families-who receive AFDC payments. The States must have 
made a reasonable effort to collect the amount owed in order to be eligible for the 
offset. Other requirements must be met in order for the offset program to be imple- 
mented. After certified lists are submitted by the State, OCSE, reconciles the lists 
and forwards the lists to the IRS. Cases which are matched are offset by any refund 
.due and e notice is sent to the delinquent individual. Lists of obligations and collect- 
ed funds are then j-eferred, back to OSCE for return to the State. The State then 
receives the collections which were made, as well as a^ listing of home,addresses of 
the absent parents whose refunds were^, offset. These lists enable the State agencies 
handling child support 'enforcement to locate absent parents for further enforce- 
ment by the State or local agencies. The Office of Child Support Enforcement bills 
the State for proeessing^costs for each .case in .which an offset was made. We need to 
discover the total federal costs of offsetting tax- refunds for AFDC recipients and at- 
tempt to analyze the effect of the offset program on taxpayers' willingness to, 
comply with our tax laws. - 

I think it is important that we look at the cost effectiveness of the tax refund 
offset program as it affects collections made, as well as what it costs Federal agen- 
cies to implement the tax refund offset program. Has this program been cost effec- 
tive? Would it be cost effective to expand the Federal income tax refund offset pro- 
gram to include non-AFDC families? Since non-AFDC families are not currently on 
the Federal rolls, can we justify including these' families in the refund offset pro- 
gram without a Federal debt obligation? Is new legislation needed, to include non- 
AFDC families in this program? Or should this be an administrative change? 

In the past, Congress has been reticent about using the Internal Revenue Code as 
a debt collection vehicle. However, due to the enormity of the delinquent child sup- 
port problem, can we justify the use of the Tax Code to collect the overdue pay* 
ments?, • 

'. f Another .issue to be discussed today is whether or not refund offset programs 
should be implemented for the collection of other overdue Federal debts. Senator 
Jepsen has introduced a bill, S. 150, which would ask the IRS to collect delinquent 
government, guaranteed student loans. Again, questions similar to those stated 
above "need to be asked. Although this is a very meritorious bill, should the tax code 
be used as a vehicle to collect unpaid student loans? Are any other means available 

* for this purpose? These are issues we hope to successfully define and find answers to 

, today. 

Before we begin our hearing, I would like to thank a departing Joint Committee 
staff lawyer, Ben Hartley, for all of his help on agricultural and estate tax issues, 
His assistance on special use valuation estate tax reform, PIK, soil conservation tax 
- credits and other issues has been very helpful to me. He truly understands the con- 
derns of my constituents* and his departure will be felt by all of us with agricultural 
concerns. 

Senator Grassley. I would lrke.to call to order the hearing of the 
'IRS Oversight Subcommittee on the issue of the income tax offset 
as might be used in child support assistance recovery, and also in 
the area of recapturing money owed to the Federal Government on 
education assistance. 

I'm calling this meeting to order, let my state that I have a state- 
pent that I am goink to insert in the record as opposed to reading 
it, with the purpose - saving time. We need to conclude^by 1 
o'clock so that a follow-on comrtiittee hearing by the Finance Com- 
mittee can be held. - 
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We are following the work of other subcommittees on finance in 
explaining this topic, it is with the hope that, we can move this'leg- 
islation. 

We have found in the area of public supported families that the 
income tax offset has worked tremendously well, and this legisla- 
tion would broaden the offset to nonpublic-support families to see if 
the practice can be broadened to accomplish the good of having 
those people who have an obligation, legal and otherwise, to sup- 
port their families so do. 

It is my pleasure to have at the witness table a person I have 
come to know well, Commissioner Roscoe Egger. He has testified 
many times and is a pleasure to work with on all subcommittee, ' 
issues. 

We also have at the table Ronald Tearlman, Deputy Assistant 
Secretary of the Treasury, so that he can testify, and we can have 
the panel answer questions at the same time. » * 

I would ask you to proceed, Commissioner, and then Deputy As- 
sistant Secretary Pearlman. And then w^ will ask questions of both 
of you. * s 

Commissioner Egger. Fine. 

STATEMENT OF HON. ROSCOE L. EGGER, JR., COMMISSIONER, 
INTERNAL REVENUE SERVICE, WASHINGTON, D.C. 

Commissioner Egger. Well, Mr. Chairman, J am delighted to be 
here today to talk about this program to collect past-due child and 
spousal support debts by income tax refund offset. 

In the full statement that I have prepared I will go into some 
depth on certain of the legal issues, but for the purpose of the oral 
testimony I would like to simply outline the program and give you 
some examples of some of the problems that we have encountered. 

I have here with me Stanley Goldberg, who is the Assistant Com- 
missioner for Returns and Inforniation Processing. He is conver- 
sant with all of the details, so I think among the three of us we 
will be able to answer most of the questions that you or any other 
member of the subcommittee might ha^e. 

Senator Grassley. Thank you. 

Commissioner Egger. The Government's efforts to collect past- 
due child and spousal support from Federal tax refunds were insti- 
tuted as part of Public ^aw 97-35, the Omnibus Budget Reconcili- 
ation Act of 1981. That act, -approved in August 1981 and effective 
on October 1 of that year, that is, the start of fiscal year 1982, pro- 
vided in general that individual income tax overpayments — that is, 
refunds— may be offset to the extent of certain deliquent child and 
spousal support obligations. 

Data fon the individuals involved, the existence of these obliga- 
tions, and the amounts to be offset are validated by the States and 
then sent to the Office of Child Support Enforcement of the De- 
partment of Health and Human Services. HHS then forward this 
information to the Service. We started offsetting refunds under this 
program in January 1982. * 

To better understand our rol6 in the program, let me briefly de- 
scribe how a sample case nftight work. For ease^of discussion I have 
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d simplified case, but you should be aware that in many instances, 
these cases can get quite complex. 

An obligation for child or spousal support arises typically from a 
court or administrative order, as a result of divorce or separation. 
When v and if the spouse* with the obligation fails to meet it, the 
other Spouse with the custody of any children may be forced to 
seek assistance under tfce^aid to families with dependent children 
program, which is funded by HHS and administered by the States. 

As a condition of receiving AFDC assistance, the spouse must 
assign his or her rights to support payments to the welfare agency 
of the State that is involved. The State has, an. obligation under 
Federal law to verify that the information oh those payments «is 
-correct and to try to collect that support, and then as part of that 
.responsibility they refer uncollected cases to the Internal Revenue 
Service through HHS. This is done on an annual basis. 
* The Service, of course, relies on the State certification as to the 
correctness of the data, and we do not nor can we make any inde- 
pendent attempt to verify the information. . 

Each fall, before the beginning of the income tax filing season, 
HHS provides Internal Revenue with a consolidated nationwide 
listing of the persons who owq delinquent support payments, thS 
arnounts, and the States to which the payments are owed: The In- 
ternal Revenue then compares this information to the data in the 
individual master File accounts, and marks the accounts to be offset 
when and if a tax return is filed. When a return is processed 
against a marked file, any refund that is due is then offset — that is, 
reduced — by the amount of the delinquent support payment. At 
that time a notice is sent to the taxpayer advising him or her of 
the offset and the reason for it. 

Obviously, the offset cannot exceed the amount of the refund, 
und the taxpayer receives any portion of the refund that remains 
after the offset has been satisfied. 

In 1982,. the first year of the program, Internal Revenue made 
some 279,000 offsets, with resulting revenues of about $174 million. 
In 1983, through August, we had made some 323,000 offsets, with 
resulting revenues of about $170 million which is just slightly less 
than last 'year. The average offset, therefore, has declined from 
about $624 in 1982 to about $526 so far this year./ " 

In 1982 the Service was reimbursed by HHS at the rate of $17 L 
per case, for about $4.7 million in total. In 1983 we are being reim- 
bursed at $11 a case, which through August has amounted to $3.6 
million in total. We anticipate a further decline in our cost per 
case next year. The Office of Management and Budget is aware of 
the reimbursable nature of this program and its impact on our 
budget. 

We are still not certain what impact this program has or may 
have on the overall tax administration system or Federal revenue 
collections. Its relatively small size— fewer than 280,000 net 6ffsets 
in 1982, compared to something over 71.(5 million individual income 
tax refunds issued in that year — makes it pretty difficult to assess 
in relation to our total tax administration responsibilities. 

We have, however, serious and continuing concerns about the 
program's potentially adverse impact on the tax system. These in- 
clude the program s effect on withholding patterns, on cash flow to 
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the Treasury, arid on our costs to coUecfc tax revenues. In particu- 
lar, we are concerned that taxpayers' filing and paying habits may 
be altered, once they have experienced the offset, leading to a 
greater number of filing delinquencies and unpaid balance-due ac- 
counts. 

As you are aware, we are now engaged in a research effort , to 
determine the impact this program may have had on tax adminis- 
tration, especially its effect on individual filing and withholding 
patterns, and ultimately on Federal* revenues collected. The results 
of this study for {his first year will be available sometim^ around 
the end of October. 

Setting these potential problems aside, however, we have an 
equally pressing concern for* the adverse publicity that we have re- 
ceived for our participation in the program. This has resulted from 
situations such as the following; 

Incc^rect data being received fron) the States, causing erroneous 
debtor certification; 

Taxpayers not being notified by the* States that an offset would 
be made, raising due process issues; and then finally, 

Offsets being made on combined refunds on joint returns, ad- 
versely affecting spouses that are not obligated — we rej^r to them 
as nonobligated spouses. 

While none of these problems 3 are insurmountable in the long 
run, they certainly do concern us because of their potential impact 
on tax administration and our responsibilities. Voluntary compli- 
ance depends to a large degree on taxpayer perceptions that the 
system operates in a fair but firm manner. Any event that alters 
those perceptions has the potential atr least to adversely affect vol- 
untary compliance. And I know, Mr. Chairman, that you are well 
aware of the importance of voluntary compliance to the function- 
ing of the system. \ 

It is our belief th^t most taxpayers continue to proceed on the a 
assumption that information they put on their tax returns is invio- 
late, and will not be pulled from the returns and used against them 
for some nontax matter\ The fact that this program and others like 
it are authorized by Congress and entirely legal is of little conse- 
quence to those taxpayers; they still feel that somehow it violates 1 
their trust in the tax administration system. So this attitude, righj/ 
or wrong, is a very real attitude. 

Now, while those of us at IRS have learned to live with the 
knowledge that tax collection is probably the least popular function 
in Government, we have also come to believe that it is perhaps the 
most vital function, since obviously without the revenues that are 
so collected all other functions of Government would eventually 
come to a halt. We are always concerned when events beyond our 
control endanger the Health of the tax system. 

Mr. Chairman, I would like to conclude the direct testimony at 
this point by saying that we appreciate the opportunity to present 
our comments and to discuss this important topic. We are very in- 
terested in the statements that the other witnesses will be making 
here today. We will continue to operate this program to the best of 
our ability, consistent, of course, with sound tax administration. 
And once our research into the effects of this program on filing 
and withholding patterns, at least for the second year, is complete, 
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we will be in a much better position, we think, to evaluate its 
effect, or at least to give a good indication of the trends. ' 

Now, Mr. Chairman, after Mr. Pearlirfan's statement we will be 
happy to answer whatever questions you may have 

Senator Grassley. All* right. Thank you. 

Mr. Pearlman? * 

[Commissioner Eggers prepared statement follows;] " 

h 
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STATEMENT OF ^ 



ROSCOE L. EGGER, JR. 
COMMISSIONER OF INTERNAL REVENUE 
* BEFORE THE 

SUBCOMMITTEE ON OVERSIGHT OF THE INTERNAL REVENUE SERVICE 
SENATE FINANCE COMMITTEE ; J 

' SEPTEMBER 16, 1983 ' 

: 

MR. Chairman and members of the subcommittee 

I AM PLEASED TO £E WITH YOU TODAY TO DISCUSS THE 
SERVICE'S PROGRAM TO COLLECT PAST-DUE CHILD $ND SPOUSAL 
SUPPORT BY INCOME TAX REFUND OFFSET. IN MY^fSTIMONY, I 
WILL* BRIEFLY OUTLINE THIS PROGRAM, PROVIDE SOME EXAMPLES 
OF THE PROBLEMS ENCOUNTERED IN THE PROGfWiV AND REVIEW 
COURT DECISIONS ON THE # PROGRAM AND THEIR IMPACT ON THE 
SERVICE. 

WITH ME TODAY ARE SERVICE OFFICIALS FAMILIAR WITH 
VARIOUS ASPECTS OF THE PROGRAM. THEY WILL BE AVAILABLE TO 
ASSIST ME AS NEEDED IN RESPONDING TC^ANY QUESTIONS YOU OR 
THE MEMBERS MAY HAVE. 
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IRS AnH1HTSTRA710N QF THF ERnfiRAq ^ 
» < r 

THE GOVERNMENT'S EFFORTS TO COLLECT PAST-DUE CHILD AND 
SPOUSAL SUPPORT FROM FEDERAL T AX ^REF U^DS WERE INSTITUTED 
AS PART OF PUBLIC LAW 97-35, THE OMNIBUS BUDGET 
RECONCILIATION ACT OF 1981. THE ACT, APPROVED IN AUGUST 
OF 1981 AND EFFECTIVE ON OCTOBER 1 OF THAT YEAR (THE START 
OF FISCAL YEAR 198Z) >PRO ViDEF^N,_£ENER|L THAT INDIVIDUAL 

, INCOME TAX. OVERPAYMENTS (I.E., REFUNdJWaY* BE OFFSET TO 

- * 

' the extent of. certain delinquent child and spousal support 
obligations-. ' data ,on tfte individuals involved, . the 
existence of these^ obligations, and the amounts to be 
offset are validated by the states and sent to the office 
of child support enforcement (ocse) of the department of 
health and human services (hhs). hhs then forwards this 
information to the service. we began offsetting refunds 
und'er this program in January 1982. 

to better understand the irs' role in this program, 
let me briefly describe how a sample case would work. for 
ease of discussion, i will use a simple case, but you 
should be aware that many of these cases are quite 

COMPLEX. 

%H OBLIGATION FOR CHILD OR SPOUSAL SUPPORT ARISES FROM 
A COURT OR ADMINISTRATIVE ORDER, TYPICALLY AS A RESULT OF 
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A DIVORCE OR SEPARATION. WHEN AND IF THE SPOOSE WITH THE 
OBLIGATION FAILS TO MEET IT. THE OTHER SPOUSE -- WITH 
'CUSTODY OF ANY. CHILDREN .-- MAY BE.FORCED TO SEEK 
ASSISTANCE UNDER THE AID TO FAMILIES WI THMJEPENDENT 
CHILDREN (AFDC) PROGRAM. WHICH IS FUNDED BY HHS. AND 
ADMINISTERED BY THE STATES. > 

AS A CONDITION OF RECEIVING V AFDC ASSISTANCE. THE 
'SPOUSE MUST ASSIGN HIS/HER RIGHTS TO SUPPORT PAYMENTS TO 
THE WELFARE AGENCY OF THE STATE INVOLVED. THE STATE HAS 
AN OBLIGATION UNDER FEDERAL LAW TO VERIFY THAT THE 
INFORMATION ON THOSE. PAYMENTS IS CORRECT AND TO TRY TO - 
COLLECT THAT SUPPORT. AND AS PART OF THAT RESPONSIBILITY 
MUST REFER CERTAIN UNCOLLECTED CASES TO IRS (THROUGH HHS) 
ANNUALLY. THE SERVI CE . OF 'COURSE .* RELIES ON THE STATES' 

certification as to the correctness of the data. and makes 
no in dependt nt attempt to verrtfy the information. 

Each fall, before .the beginning of the income tax 

... ■ 4 * 

FILING SEASON. HHS PROVIDES IRS WITH A CONSOLIDATED J - 
NATIONWIDE LIFTING OF THE PERSONS WHO OWE DELINQUENT 
-SURBDRT- PAYMENTS^ Jii£_ AMOUNTS. AND THE ST ATES TO WHICH THE 
PAYMENTS ARE OWED. IRS COMPARES THIS INFORMATION TO THE 
DATA IN ITS INDIVIDUAL MASTER FILE ACCOUNTS. AND MARKS THE 
ACCOUNTS TO BE OFFSET WHEN AND IF A TAX RETURN IS FILED. 
WHEN A RETURN IS PROCESSED AGAINST A MARKED FILE, ANY 
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REFUND DUE IS OFFSET (I.E.. REDUCED) BY. THE AMOUNT OF THE 
DELINQUENT SUPPORT PAYMENT. AT *HAT TIME. A NOTICE IS 
SE&IT TO THE, TAXPAYER ADVISING HIM/HER OF THE OFFSET AND 
THE REASON FOR IT. * - . 



OBVIOUSLY. THE OFFSET CANNOT EXCEED THE AMOUNT OF THE 
•REFUND. AND-THE TAXPAYER RECEIVES ANY PORTION OF THE 
REFUND REMAINING AFTER THE OFFSET. 



in 1982. the first year - of the program. irs made some 
# 279.000 offsets. with resulting revenues of about $174 , 

million. in 1983. through august. we had made some 
*323.000 offsets, with resulting revenues of arounlj $170 

million. jtjjc average offset has declined from about $624 

in 1982 to about $526 so far in 1983. . 

in 1982. the service was reimbursed by hhs at the rate 
of $17 per case. or some $4.7 million in total. for 1983.. 
we are being reimbursed at $11 per case. which through 
august has amounted to about $3.6 million in total.- we 
anticipate a further decline in our cost per case ^ext 
year. th^ Office of management and budget is aware of the 
re imburseable nature of this program and its impact on our 

BUDGET. 
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TA X ADH I N T STR AT I OK CnMCFRNS 

* . ' ■ 

/ 

WE ARE STILL *J0T CERTAIN WH/W IMPACT THIS PROGRAM HAS 
HAD ON THE OVERALL TAX ^ADMl N ISTRAT ION SYSTEM OR FEDERAL / 
REVENUE COLLECTIONS. ITS RELATIVELY SHALL SIZE, FOR 
EXAMPLE--FEWER THAN 280,000 NET OFFSETS IN 1982, COMPARED 
TO WELL OVER 71.6 MILLION INDIVIDUAL INCOME TAX REFUNDS 
ISSUED THAT YEAR--MAKES IT -DIFFICULT TO ASSESS IN RELATION 
TO^OUR TOTAL TAX ADMINI ST RAT IOjl RESPONSI BIL IT IES . ' 

\ t WE HAVE, HOWEVER, SERIOUS AND CONTINUING CONCERNS 
* , 

ABOUT THE PROGRAM'/S POTENTIALLY ADVERSE IMPACT ON THE TAX 
SYSTEM. THESE' INCLUDE THE PROGRAM'S EFFECT ON WITHHOLDING 
PATTERNS, ON CASH FLOW TO THE TREASURY, ANfc ON OUR COSTS 
TO COLLECT TAX REVENUES* IN PARTICULAR, WE ARE CONCERNED 
THAT TAXPAYERS' FILING. AND PAYING HABITS WILL BE ALTERED 
ONCE THEY'VE EXPERIENCED AN OFFSET, LEADING TO A GREATER 
NUMBER OE FILING DELINQUENCIES AND UNPAID BALANCE DUE 
ACCOUNTS. . • 

r AS YOU ARE /Hdfljf^,. .HOWEVER, WE ARE NOW ENGAGED IN 
RESEARCH TO* DETERMINE THE ImVaCT THIS PROGRAM MAY HAVE HAD 
ON TAX ADMINISTRATION, ESPECIALLY ITS EFFECT ON INDIVIDUAL 

FILING AND WITHHOLDING PATTERNS, AND ULTIMATELY ON FEDERAL 

i 

re:venu|s collected, the results of this study. should be 
' available sometime around the end of october. 
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SETTING THESE POTENTIAL PROBLEMS ASIDE, 'WE HAVE AN 

EQUALLY PRESSING, CONCERN FbR THE .ADVERSE" PUBLICITY 

R*CEIVED FROM OUR PART jtI*T ION IN THIS PROGRAM. THIS HAS 

RESULTED FROM SITUATIONS' SUCH AS THE FOLLOWING: 
v 

0 INCORRECT DATA BEING RECEIVED FROM THE^TATES. 

C^USljlG ERRONEOUS DEBTOR CERTIFICATION^ ETC ; 
0 TAXPAYERS NOT BEIffG NOTIFIED BY THE, STATES T^H'AT 

AN OFFSET WOULD BE ^ADE. .RAISING VuK PROCESS . 
/ ISSUES; AND . . 

0 OFFSETS BEING HADE Olf COMBINED REFUNDS ON JOINT 

RETURNS, ADVERSELY AFFECTING NOfi^BLlG AT E D 

SPOUSES. .A. 

WHILE NONE OF THESE -PROBLEMS ARE INSURMOUNTABLE LN THE 
LONG RUN, THEY CONCERN US BECAUSE OF THEIR POTENTIAL 
IMPACT ON OUR TAX ADHJNISTRAT ION RESPONSIBILITIES . I 
VOLUNTARY COMPL I ANCE DEPENDS TO A, LARGE DEGREE ON 
TAXPAYERS 1 PERCEPTIONS THAT THE SYSTEM* OPERATES IN A FAIR 
BUT FIRM MANNER. ANY EVENT THAT ALTERS * THOSE PERCEPTIONS 
HAS THE POTENTIAL TO ADVERSELY AFFECT VOLUNTARY ( 
COMPLIANCE, AND I KNOW YOU ARE WELL AWARE, MR. CHAIRMAN, 
Of? THE IMPORTANCE OF VOLUNTARY . COMPL I ANCE TO THE 
FUNCTIONING OF THE TAX SYSTEM. 
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IT 4S OUR BELIEF THAT MOST TAXPAYERS PROCEED ON THE . 
ASSUMPTION THAT THE INFORMATION ON THEIR TAX RETURNS IS 
INVIOlATE, AND WILL NOT BE* PULLED FROM THEIR RETURNS AND 
USED AGAINST i THEM IN A NON-TA* MAJLER . THE FA,CT THAT THIS 
PROGRAM, AND 'OTHERS LIKE IT, ARE AUTHORIZED BY CONGRESS 
AND ENTIRELY 'LEGAL "iS OF LITTLE CONSEQUENCE TO THESE 

taxpayers; they still feel it somehow violates their trust 
in the tax administration system. This attitude, right or 
wrong , is very real . 

y 

WHILE THOSE OF US AT IRS HAVE LEARNED TO LIVE WITH THE 
KNOWLEDGE THAT TAX COLLECTION IS PERHAPS THE LEAST POPULAR 
FUNCTION OF GOVERNMENT, WE HAVE , ALSO COME TO BELIEVE THAT 
IT IS PERHAPS THE MOST VIUL FUNCTION, SINCE WITHOUT. THE 
REVENUES SO- COLLECTED ALL OTHER FUNCTIONS OF GOVERNMENT* 
WOULD EVENTUALLY COME TO A HALT. WE ARE ALWAYS CONCERNED 
WHEN EVENTS': BEYOND OUR CONTROL ENDANGER THE HEALTH OF THE 
TAX ADMINISTRATION SYSTEM/ ^ 

' 1 FRAI S PROR I PM ARFAS 

THERE HAVE BEEN SEVERAL COURT DECISIONS RENDERED ON 
LEGAL CHALLENGES TO THE OFFSET PROGRAM. THE MOST CQMMON 
AREA OF CONCERN TO BE CHALLENGED IS DUE PROCESS./ 



26 



The due process concern has centered principally on 

THE SITUATION OF THE SPOUSES OF TAXPAYERS WHO ARE INDEBTED 
FOR CHILD AND/OR SPOUSAL SUPPORT BY REASON OF A PRIOR 
MARRIAGE OR PATERNITY ORDER. THE CURRENT SPOUSES OF 
DELINQUENT INDIVIDUALS ARE THEMSELVES NOT LIABLE FOR 
SUPPORT, NONETHELESS, A REFUND DUE TO A DELINQUENT 
INDIVIDUAL AND HIS OR HER CURRENT SPOUSf IS SUBJECT TO 
OFFSET. 

THE SERVICE ACKNOWLEDGES THAT THE CURRENT NONLI ABLE OR: 
"NONOBLIGATED" SPOUSE MAY HAVE A SEPARATE INTEREST IN A 
REFUND APPEARING ON THE TAXPAYERS' JOINT RETURN BECAUSE OF 
THE NONLI ABLE SPOUSE'S SEPARATE EARNINGS OR SHARE OF AN 
EARNED INCOME CREDIT OR OTHER TAX CREDIT. NEVERTHELESS, 
THE LAW VERY SPECIFICALLY REQUIRES THE OFFSET PROCESS TO 
OPERATE AGAINST TAXPAYERS OWING PAST-DUE SUPPORT 
" R E GARD ! FSS OF WHETHER SUCH INDIVIDUAL FILED A TAX RETURN 
AS A MARRIED OR UNMARRIED INDIVIDUAL . . . (<42 U.S.C. 

SEC. 664). THUS THE PORTION OF A REFUND DUE TO THE 

nonobligated* spouse may be subject to offset. 

The service has from the beginning of the child 

SUPPORT OFFSET PROGRAM RECOGNIZED THAT THE NONLI ABLE 
SPOUSE MAY CLAIM HIS OR HER SHARE OF A REFUND OFFSET UNDER 
THE PROGRAM, A>iD THE SERVICE WILL ALLOCATE THE NONL IABLE 
SPOUSE'S CORRECT SHARE AND MAKE THE PROPER REFUND; BUT IT 
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IS NECESSARY FOR NONL I ABLE SP.OUSES TO FIRST FILE CLAIMS TO 
GET THEIR SHARE OF THE OFFSET REFUND. SINCE WITHOUT A 
CLAIM THE SERVICE LACKS SUFFICIENT INFORMATION TO ALLOCATE 
AN OVERPAYMENT ON A JOINT RETURN. 

DESPITE THE SERVICE'S RECOGNITION OF THE RIGHT OF 
NONL I ABLE SPOUSES TO ALLOCATION OF THE INTERCEPTED REFUND. 
MANY OF THE LAWSUITS BROUGHT AGAINST THE PROGRAM HAVE 
CONTENDED THAT THE INITIAL OFFSET AGAINST THE ENTIRE 
-OVERPAYMENT ON A JOINT RETURN VIOLATES THE NONL I ABLE 
SPOUSE'S FIFTH AMENDMENT RIGHT NOT TO, BE DEPRIVED OF 
PROPERTY WITHOUT DUE PROCESS OF LAW. 

IN SnRFNgnw v. SF™ftary of Thf TRFASURY, 557 F. SUPP. 
729 (1982). THE DISTRICT COURT FOR THE WESTERN DISTRICT 0F 
WASHINGTON ORDERED THE SERVICE TO ADD TO THE STATUTORY 
NOTICE OF OFFSET ADDITIONAL INFORMATION TO INFORM 
NONLIABLE SPOUSES OF THE RIGHT TO CLAIM A SHARE OF THE 
OVERPAYMENT. (HERE, THIS WA^S HELD TO BE ONE-HALF OF THE 
OVERPAYMENT, SINCE WASHINGTON IS A COMMUNITY-PROPERTY 
STATE. THE SERVICE'S PROBLEMS WITH NONL I ABLE SPOUSES ARE 
ONLY EXACERBATED BY THE COMMUNITY PROPERTY LAWS.) THIS 
CHANGE IN THE NOTICE WAS A STEP THE SERVICE WAS ALREADY IN 
THE PROCESS OF IMPLEMENTING. IN THE PAST YEAR'S PROGRAM. 
(THE 1983 PROGRAM INVOLVING 1982 TAX RETURNS), ALL NOTICES 
OF RETAINED REFUNDS HAVE CONTAINED INFORMATION INFORMING 

( 
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THE NONLIABLE SPOUSE OF HIS OR HER RIGHT TO FILE A CLAIM. 
THE COURT IN SORFNSON STATED: "BESIDES ADEQUATE NOTICE , 
NO ADDITIONAL PROCEEDINGS ARE REQUIRED BY DUE PROCESS." 

IT IS SIGNIFICANT TO NOTE THAT IN THE SORFNSON CASE, 
THE DISTRICT COURT RULED THAT DUE VrOCESS DOES NOT REQUIRE 
THE FEDERAL GOVERNMENT TO HOLD A HEARING ON THE AMOUNT DUE 
FOR CHILD SUPPORT OR ON THE TAXPAYER'S ABILITY TO PAY. 
SUCH RELIEF, AS INDICATED IN 4 HE COURT'S OPINION, IS 
APPROPRIATELY LEFT TO STATE PROCEEDINGS AT WHICH FACTUAL 
DEFENSES TO THE SUPPORT OBLIGATION MAY BE RAISED. 

IN THE OTHER REPORTED CASEpU REACH THE MERITS OF THE 
DUE PROCESS ISSUE, NFI SON \/ PFfi am 560 F. SUPP. 1101 (D. 

Conn. 1983), a somewhat different— but consistent— result 

WAS REACHED. IN ITS JANUARY 14, 1983 RULING, THE DISTRICT 

Court ruled that the state of Connecticut was obligated, 
as a requirement of due process. to provide individuals 
alleged to owe past-due support with a detailed notice 
spelling out possible defenses to liability, the 
procedures for asserting such defenses before the debt 
could be referred to the federal government. and a 
pre-offset administrative hearing on' the defenses raised. 
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AS FAR AS THE FEDERAL GOVERNMENT IS CONCERNED, 
HOWEVER, THE NFl SON COURT IN ITS APRIL 22, 1983, "RULING 
ON REMEDY AND FINAL ORDER" HELD THAT THE INTERNAL REVENUE 
SERVICE WAS NOT RESPONSIBLE FOR PRE-OFFSET ALLOCATION OF 
THE NONL1 ABLE SPOUSE'S SHARE OF THE REFUND. AGAIN, 
ADEQUATE NOTICE TO THE NONLIABLE SPOUSE OF THE RIGHT TO 
CLAIM HIS OR HER APPROPRIATE SHARE OF THE REFUND IS ALL 
THAT DUE PROCESS REQUIRES OF THE FEDERAL GOVERNMENT. 
DESPITE THE COURT'S RULING THAT A SEPARATE NOTICE &E SENT 
TO TH^ NONLIABLE SPOUSE, THE COURT LATER ACCEPTED THE 
PARTIES' STIPULATION THAT A JOINT NOTICE TO THE OBLIGATED 
AND NONOBL1GATED SPOUSE IS SUFFICIENT. AS I PREVIOUSLY 
POINTED OUT, THIS IS THE TYPE OF NOTICE THAT THE^ERVICE 
NOW SENDS. 

YOU SHOULD BE AWARE, HOWEVER, THAT BOTH SORFNSQN AND 
HlLSW ARE PRESENTLY BEING APPEALED TO THEIR RESPECTIVE 
CIRCUITS. 

rnMm|S|0|a / 

MR. Chairman, we appreciate the opportunity to present 

OUR COMMENTS ON THIS IMPORTANT TOPIC, AND ARE VERY 
INTERESTED IN THE STATEMENTS OF THE OTHER WITNESSES HERE 

' TODAY. - 

J 

WE WILL CONTINUE TO OPERATE THIS PROGRAM TO THE BEST^J) 
OF OUR ABILITY, CONSISTENT WITH SOUND TAX ADMINISTRATION. 
ONCE OUR RESEARCH INTO THE EFFECTS (ft THIS 9R06RAM ON 
FILING AND WITHHOLDING PATTERNS IS- COMPLETE, WE WILL BE IN 
A MUCH BETTER POSITION TO EVALUATE ITS EFFECT ON FEDERAL 
REVENUES COLLECTED'. 

MY ASSOCIATES AND I WILL BE PLEASED TO TRY AND ANSWER 
AN^ QUESTIONS YOU OR JHE t MEMBERS MAY HAVE. 

30 



'27 



STATEMENT OF RONALD A. PEARLMAN, DEPUTY ASSISTANT SEC 
RETARY, TAX POLICY, DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. ' 

Mr Pearlman. Thank you, Mr. Chairman. I am pleased to be 
here this morning with Commissioner Egger 

Our responsibility is to offer the Treasury's views on S. 150 
to default a new collection procedure for studentMoans 

For the reasons that I will discuss and that are contained in my 
written statement, the Treasury Department is opposed to S 150 at ' 
this time. 

Under current law there is no procedure for involving the tax 

Mr F«E~r*T m ^u C ° neCt r n 0f defau lted student loans. As 
Mr. Egger has described by analogy, the Code does provide a proce- 
dure for offsetting past-due child support payments against over- . 
payments of tax, the so-called tax refund offset procedure, and in 
the case of student loans the Internal Revenue Code does currently 
JPSElSf I™ 31 H?™" 6 Service to disclose to the Department 
of Education the mailing address of any taxpayer who has de- 
faulted on a loan made under several student loan programs. 

But S. 150 would, for the first time, make the tax collection proc- 
ess beyond simply refund offset available for the collection of 
nontax items, specifically certainly defaulted student loans It 
would require obligors in default to pay their defaulted obligation 
at the time they file their tax returns, and it would require the In- 
ternal Revenue Service to use its affirmative collection procedures, 
including jeopardy assessment authority, to collect unpaid amounts 
as it they were taxes. 

Under the bill, specifically, each calendar quarter the Depart- 
ment of Education would provide the Internal Revenue Service 
with the name and last known address and the amount due on a 
defaulted obligation, which category of obligations are those stu- 
dent loans ^hade, insured, or guaranteed under part B of title IV of 
the Higher Education Act of 1965. • 

crJ h nf S ^I V !? e f W H Uld ^i 1 ^ required to promptly notify the obli- 
gor of the default and describe to the obligor the precedures for 
payment. If there is a refund, the Service would be required to 
offset the refund. If there is no refund, the Service would be re- 
quired to collect the amount due, and that would include the 
normal assessment process-notice, demand for payment, and then, 
as I mentioned before, the various levy procedures that are availa- 
cedure 6VenUe SeevKe ' including the jeopardy assessment pro- . 

We recognize and are sympathetic to the need to improve collec- 
tion ot delinquent student loans, and indeed other Federal debts- 
but nevertheless, at this time we must oppose S 150 ' 

As Commissioner Egger indicated, in his statement this morning 
the Service is currently in the process of analyzing the cost and ef- ■ 
fectiveness of the child support offset program, but we think it 
would be premature to conside extending the use of offsets, and \ 
then to go beyond that and make applicable the general collection \ 
kno^n 1 " 68 n ° ntaX debt ^ ihtil the results of that analysis are 
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This analysis is currently in process, pursuant to a decision of 
l the Cabinet Council on Economic Affairs, and we think that the 
ability to evaluate all of these collection processes will be much 
better after that analysis is completed. 

We, as the Commissioner, are .very concerned about the direct 
and indirect costs to the tax system of using both refund offset pro- 
cedures and affirmative collection procedure as^a collection mecha- 
nism for Federal debts. , , n 

Our strongest concern involves the public reaction that the Com- 
missioner referred to, in using the system .for .the "jj**™^ 
nontax debt. Taxpayers become indebted to the Federal Govern- 
ment in a number of ways, and any broad scale use of the^ tax 
svstem to collect debts owed in connection with these programs 
may detract from the collection efforts that are the direct responsi- 
bility and the immediate responsibility of the Service in connection 
with taxes. And we certainlyl want to make sure that does not 

^TheJe is no concrete evidence^ date that indicates that taxpay- 
ers who are syftject to refund offsr^ill manipulate their withhdd- 
ing and estimated taxes, but we are concerned by that possibility, 
and we hope that the analysis that I referred to a moment ago will 
help us in evaluating that possibility. . 

But certainly we do not want to put taxpayers in a position 
where they are encouraged to reduce their withhold and create bal- 
ance dues that otherwise would, not occur, or indeed a possibility 
that certain taxpayers would not file their tax returns. k 

We would also P point out that under S. 150 the full cost of proving 
ine this collection service, if you will, would be borne by the Inter- 
nal Revenue Service, and we think in general terms, as a general 
rule, that is not wise, that does not permit a P^'«^ p f 
, the costs of any Federal program to the proper Federal agency^ 
! And we think the more appropriate approach would be ^ identify 
the collection expenses that the Service would be « cum ^. t ° t ^ 
particular program, as distinguished from having them hidden in 
the budget of the Service. , . 

Finally we would hope that the subcommittee would keep in 
mind the'issues that can arise when a debt collector, if you will, is 
hot the same, doesn't have the same identity, as the creditor 

When the Service is required to collect taxes for which it has full 
administrative responsibility, it also has the ability to make judg- 
ments about the specific collection procedures it wishes to utilize 
andlhe timing of the exercise of those procedures. Put simply and 
most straightforwardly, the Service can exercise some ot .the 
human judgment that we really want the Service to exercise in 

*^^S3SE% someone other than the collection agent, as 
would be the case under S. 150, the Service might be placed in a 
position where it has to enforce its collection remedies on a more 
mechanical basis-that is, to collect an. unpaid *bgtsn at aU 
costs This problem is not nearly so serious with a refund oltset 
procedure a° it is when we talk about the extraordinary remedies 
the Service has available, such as jeopardy assessment and levy. 

We think that over the years the Service has exercised com- 
mendable judgment in using its various. statutory collection au- 
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thorities, and we hope that .we wauid| ait agree -that'' the Service 
would be entitled to exercise that same-jpdgnfient in connection 
with any other collection responsibilities, given to it by the Con- 
gress. ' ' „ • K ' ; l''* 1 

Fbr the above reasons, we must oppose S. 150 at this time, but 
we are certainly happy to continue to work with the subcommittee 
and our sister agencies in trying to deal with^what we acknowledge, 
to be a serious collection problem. / ^ * ,, -' 1 ?;> 

Mr, Chairman, this concludes my prepared 'remarkjs. I will b^ rf 
happy to join the? Commissioner in seeking to atisw^pyoUr ques- 
tions. \ •;. • V r > 

Thank you. * ^ 

[The prepared statement of Hon. Ronald A. Pearlman follows:] m 
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Mr. Chairman and Members of the Subcommittee: 

r 

T am pleased to have the opportunity to present the 
views of the Treasury Department .on S. 150, which would 
establish a new collection procedure for student loans in 
default. For the reasons I will discuss, the Treasury 
Department is opposed to S. 150 at this time. 

Background 

Section 6402(a) of the Internal Revenue Code provides 
that the Internal Revenue Service is to refund any 
overpayment of tax to the person who made the overpayment 
after applying the overpayment, to any other outstanding 
liability for tax owed by that person or for interest on such 
tax. Section 6402(10),, enacted in 1981, provides an exception 
to this general rule whereby the IRS, in certain cases, is 
required to of f set * amounts of past-due cfeild and spousal 
support against thje amount of any tax overpayment that 
otherwise would be refunded* to the person who owes this 
support. Tax refunds that are offset under this procedure 
are remitted by the Internal -Revenue Service to a special 
account maintained by the Bureau of Government Financial 
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Operations for distribution to the States. Section 6305(a) 

requires the IPS to assess and collect an amount which nas 

been certified by the Department of Health and Human Services 

as the amount of a delinquent child and spousal support ) 

payment determined und>r a state court order or an order -'off 

an administrative process established under State law, as if 

such amount were an employment tax the collection of which >w 

would be jeopardized by delay. ^ 

No similar offset provision is provided. Cor the 
collection of defaulted student loans or other nontax , 
liabilities. However, section 6103(m)(4) requires the IRS to 
disclose to the Department of Education the mailing address 
of any taxpayer who has defaulted on a loan made under 
various federal student loan programs. 

Description of S, 150 

S. 150 generally would establish a procedure whereby; 
taxpayers who are tin default on .certain student loans must 
satisfy their obligation for payment when they file their 
Federal income tax returns. The bill also would give the . V 

Jnt^rnal Revenue Service jeopardy assessment authority in 
cases where payment is not made in accordance with this 
procedure. Specifically, the bill would require the 
Department of Education, at the end of each calendar quarter, 
to provide the Internal Revenue Service with the name of each J 
borrower who has defaulted on a student loan made, insured or ' 
guaranteed under. part B of title IV of the Higher Education 
Act of 1965. The transmittal is to include the name and last 
known address of the borrower, the amount of the unpaid 
principal and accrued interest with respect to each loan and 
the name of the holder of each loan. 

No later than 15 days after the close of the taxable 
year (January 15 in the case of all calendar year taxpayers), 
the IPS is to notify each defaulting borrower of the > 

provisions of the new law and to advise that he is to make 'in- 
payment of the outstanding principal and accrued interest^pn 
each defaulted loan when he files his" tax return for the 
prior taxable year. The Service is authorized to provide 
rules for payment in cases where an extension of time for 
filing a return is granted or where no return is required tp 
be filed. The notice is to be mailed to the borrower's last 
known address or left at his dwelling or usual place of 
business. 



32 



In addition, the bill would authorize the Internal 
Revenue service to reduce any overpayment of tax to b * 
refunded to a taxpayer by the amount of the loan and Interest 
in default? Tn cases where there is no refund or the refund 4 
is insufficient to cover the amount owed and the borrower 
fails' to make a timely payment of the full amount owed, the 
Service is required to collect the amount in the same manner 
as if it were making a jeopardy assessment of an employment 
tax Thus, the Service would be authorized to make an 
immediate assessment and immediate notice and demand for 
paTmenrof the overdue amount. Fur.ther, upon the borrower's 
failure or refusal to pay that amount, the Secretary wqj^d be 
authorized to collect the amount by levy, without regarmto 
any otherwise appyicable wait^g period. 

Discussioft 

While we recognize the need to improve collection 
methods for delinquent student loans and other Federal debts, 
the Treasury Department opposes S. 150. As Commissioner 
E«6er indicated in his statement this morning, the Service is 
^Currently analyzing the costs and effectiveness of the 
Existing child support offset provision. We believe it would 
be premature to consider expanding the use of offsets at 
least until the results of that analysis are known. Any 
further use of the tax system for collection of nontax debts 
should be undertaken only after a most thorough analysis of 
the considerations involved. This analysis is currently 
in progress pursuant to a decision by the Cabinet Council on 
Economic Affairs. * 

The Treasury Department is concerned about the direct 
anH ^direct costs to the tax system of using refund offsets 
as'a ^SllSStiSS SSchSniS for Federal debts Our strongest 
concern involves the public's reaction to using the tax 
system for collection of a nontax debt/ Taxpayers become 
indebted to the Federal government in in any ways, and any 
broldsclle use of the tax system to collect debts owed in 
connection with these Federal programs jiay detract from 
regular collection efforts and could have troublesome 
implications. 

While there is no concrete evidence to date to suggest 
that taxpayers who are subject to r the offset procedure will 
eventually adjust their withholding and estimated tax 
parents to avoid any tax overpayments or indeed chose not to 

*■ 
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file a tax return at all, we are concerned that individuals 
may reduce their withholding. Should this occur, it would 
increase the "balance due 1 ' returns and delinquent accounts 
thaj^frequire increased IKS collection efforts. We will j~) 
adress this question in connection with our assessment of tne 
existing child support offset provision. 

Additionally, under S. 150, the full cost of providing 
notice to borrowers in default, as well as the cost of 
collecting the delinquent^amounts , is to be borne by the. 
Internal Revenue Service. As a general rule, we believe * that, * 
each Federal agency should bear such costs. Otherwise , Juif-reN* 
will be no practical way to evaluate the budget of each*;V, ? 
program. The costs of a particular* program, including debt 
collection, cannot be accurately determined if they are ' p 
hidden in the budget of the Internal Revenue Service. } v 

For these reasons , Treasury must' oppose S. 150 at this, 
time. • ( 



n This concludes my prepared remarks. I would be happy to 

answer your questions. / . 

.> 

Senator Grassley. A general question for clarification as far as 
your testimony, Mr. Pearlman: Were any of your statements appli- 
cable also to the principle of extending the tax offset to nonwelfare 
families in the case of child support? Or is your testimony directed 
totally toward S. 150? • * 

Mr. Pearlman. Well, our testimony is directed— our written 
statement, and indeed my oral comments ,were intended toward S. 
150, but I think there are analogous concerns that really the Com- 
missioner expressed in connection with the refund offset proce- 
* dures. • ■ 

Senator Grassley. Commissioner, the report you said that would 
be available, I think the last of October 

Commissioner Egger. Yes; what we are doing is attempting to 
analyze these accounts as to their effect on tax collections. 

Senator Grassley. To see if th^re is any adverse impact on tax 
collection? ■ 

Commissioner Egger. To see if we can detect trends with respect 
to any adverse impact on collection, to see what is happening to 
withholding patterns, and that kind of thing. 

Senator Grassley. To, see if it is impacting on voluntary compli- 
ance? 

Commissioner Egger. .Right. , . 

Senator Grassley And that report will be ready the last of Octo- 
ber? ; . ■;■ 

Commissioner Egger. We expect to have the 3A§lysis finished by 
about that time. 

Senator Grassley. Would it be available to us, then, about^that 
same time? * £ - 

Commissioner Egger. I feel certain we could make it available to 

you. J ■ / - 

Senator*GRASSLEy. I think it wpuld be good if we could have that* 1 
just as soon as you have it compiled. 

Commissioner Egger. Sure. 



Senator Grassley. I suppose compiled or printed or whatever you 
are going to do. ( 

Commissioner Egger. I don't know if we are going to mak6 a 
public release of it, Mr. Qhairman. 

Senator Grassley. But we could have access tp the summaries 
and conclusions? * 

Commissioner Egger. Yes. r * % 

•One of the problems that I have with ifr'is that it will be inter- 
preted as being sort of set in concrete. My own personal view is 
that, although w$ can probably detect some trends, we do have to 
keep ia mind thdt patterns of this type develop over much longer j 
periods, and it would probably be risky to try to draw too ma^ 
Finahfconclusions on the basis of only this 1 year of experience. v 

Senator Grassley. OK. Well, we woukj realize that we would 
have.to treat it with caution. ri 

Mrl Egger, in 1975 Congress gave the IRS the authority to collect 
delinquent child support enforcement accounts as it collected delin- 
quent taxes. Have you ever^ceived requests to collect delinquent 
child support accounts? £>' 

Commissioner Egger. . We did— just a handful! And the explana- 
tion^ that, as near as I understand it, and maybe Mr. Goldberg 
can add a bit more ^d it, was that, first off, the cost of actual field 
collection was so significant thaf for the most part it was not cost 
effective for the S££te agencies to incur that kind of cost. So we 
onlyliad about 20tf'tases referred to us in the-course of an average 
year. 

Another reason of course, was that HHS had to certify under 
this Earlier law, and since the State agencies themselves really L 
have the facts and ^the details on the cases, it became both costly 
and difficult for HHS tq certify. 

|The former law really wasn't doing much good anywhere as^near 
as I could; tell. So in 1981 when this issue came up, we sat down 
ftvith HHS and the OMB and reviewed the possibility of moving 
into a strict refund offset approach. We expressed the concerns v 
then that I have outlined here today;- but concluded that certainly 
we were willing to make a try, to see what, impact it does have. 

Now, frbm where I view the matter at this, time, the number of 
cases involved in actual refund offsets- is such a small part of the 
whole refund universe that it proba(bly will not have a mfgor 
impact. Any attempt that we might make to analyze that in terms 
of a massive amount of cases of this sort, expanded into other 
areas, and so on— it's just extremely difficult to make that kind of 
a prediction. 

Senator Grassley. Out of those 150 cases, do you know whether, 
any of th£m were pursued and collected upon? 

Comtnipsioner Egger. I'm sure they were. Stan? 

Mr. Goldberg. I believe they were, Senator. I don't have the 
numbers here. They were obviously very small numbers, as com- 
pared to; the offset. 

Commissioner Egger. But I ieel certain that we did in fact col- 
lect some of them. . 

Senator Grassley. OK. 
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4 Do you have the same similar concerns, with extending the 
refund offset concept in S. 150 as you do with. the original child? 
support enforcement refund offset program? 

Commissioner Egger. I do, until we 'cart get a better feel for 
what the overall impact is going to be and how that impact might 
# change or J>e altered as we expand the universe. 

As I said before, the relatively small, numbers here— even though 
we actually process some 800,000 cases this year— thetrelatively 
small numbers* are not going to have that kind of impact, in my 
judgment. 

Senator Grassley. Wojild you repeatjfor me the statement in 
yoyr testimony as to how much time and money is spent by the 
IRS to administer the current refund offset program? 

Commissioner Egger. Yes; let me give you those statistics: 

In 1982, the cases that were referred to us by HHS were 547,000 
cases. So far in 1983, and this is*through August of 1983, we have 
had 821,000 referred to us. It is a significant increase there. 

Of the cEfees that were actually identified for offset— and these 
are where we had an identity on the master file, 473,000 in 1982; 
706,000 in 1983. But the cases that were actually offset were 
279,000 in 1982, and 323,000 in 1983. So, as you can see, the num, 
bers of actual offsets in' comparison to the total cases referred to us 
is getting smaller. 

The cost that we refer to HHS and for which "we are reimbursed 
was $4.7 million last year on the cases that we handled. This year 
it is only $3.6 ntfllion. t 

Our staff year expenditure— this is the people power— 158 staff 
■ years in 1982, and only 131 staff years in 1983. The reason for our 
lower cost and lower staff year effort is because a good bit of the 
processing in 1982 was manual, and we have since had time to pro- 
gram our systems and do a lot of this through the use of technol-- r 
ogy. We think that next year we will come down even some more 
on the cost of it. " , 

Senator Grassley. So then I presume you have a yearly review 
of the costs to the States. And are you somewhat sure that you are 
billing the States for the accurate amount of money, your costs? 

Commissioner Egger. The way we handle this is to give HHS a 
report on the dollars collected by State, and our costs. We set up 
the costs on a per-case basis, and we give them the number of cases 
by State as well as the dollars by State. So the State agencies are, 
in effect, bearing the costs, and they get the net amount of the 
refund offsets. 

Senator Grassley. Do you bill to include lost staff time? 
. Commissioner Egger. Well, yes; the $4.7 million which HHS paid 
us last year, and the $3.6 million this year, is to reimburse us for 
our costs— that is, the staff time costs. Yes, sir. 

Senator trRASSLEY. This figure also includes staff time,? 

Commissioner Egger. Well, right. That is part of the cost. 

Senator Grassley. OK. 

Commissioner Egger. Now, we don't have identified iil our cur- 
rent budget spfecifk staff year allocations for this effort. That is 
simply gleaned out of the total staff year allotments, and if it con- 
tinues to grow obviously we have to reconsider our budget from 
that standpoint. 
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Senator Grassley. Can you estimate how much your agency 
costs will increase, if at all, if you are required to offset refunds for 
non-AFDC dealings with parents? 

CtommissionerEGGETTWe 
what that universe is, but when we started out with this program, 
the HHS estimates were somewhere around 200-300,000 cases, and 
as you can see, this year we had 821,000 cases. So we don't know 
what the universe is. Therefore it is impossible for us to make a 
judgment as to what the cost will be. But it will be on a per-case 
basis. My guess i$ that it will be something less than the $11 per 
case that we have incurred this year. 

Senator Grassley. Are there any changes that the Congress 
qiight to consider to simplify and expedite the current refund offset 
procedures? 

Commissioner Egger. At the moment we have pretty well re- 
solved most of the problems that cropped up in the early stages 
here, the principal one-being, of course, how do we deal Wi£h,the 
nonobligated spouse? This is a case where the debtor spouse has re- 
married, and the nonobligated spouse has an interest in the* refund. 
So what we are doing is inviting those people to apply for a refund 
and jgiveois the information which will permit us to allocate the 
refund on some rational bsteis. j 

The due process issues, and so on— we have had a couple of court 
cases on those, and so they are pretty well resolved 

Senator Grassley. Will this procedure satisfy the Sorenson Case? 

Commissioner Egger. Oh, I think so. ; Yes. 

Senator Grassley. OK. # ' \ ' 

Mr. Goldberg. I think so, too, Senator- 

Senator Grassley. Will you bill the State for the additicmal ex : 
pense to satisfy the due-process requirements? % - „ 

Commissioner Egger. Yes; well, that's included in our overall 
cost. That is simply spread on a per-case cost basis. 

I must say, Mr. Chairman, that we are being reimbursed for our 
?costs in the program. This is not costing us out hf pocket from our. 
other budget allocations. , i 

Senator Grasslby. I think' my last question >yill be answered by 

Vthis report,, that we can share that information with you when that 
comes out the last of October. 
k Commissioner Egger. Yes; I think it would be useful to review 
that with you. We 'aren't sure just what we are going to learn from 
that, but we have said in discussions of this particular issue over 
and over again with other agencies, OMB and so on, that we regard 
as an absolute essential that there be a fully effective pilot pro- 
gram that goes on and goes, through an appfwflriate test period 
before this thing;gets expanded; because if you expand it first and 
then learn the conclusions later, we think that that is inviting dif- 
ficulties. . _ ■ 

Senator Grassley. Would you be as dogmatic as Mr. Pearlman 
was in his statement in whic£ he , said there is no evidence, to this 
point, that it does affect voluntary compliance, but that he does 
have concern that any—— m . 

Commissioner Egger. I think what we are saying is that we are 
neutral at this point. We really can't say with any specificity what 
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the impacts are. Now, some of these impacts are going to be very 
difficult to measure, such as; taxpayer perceptions. v 

Again, as I said, each time something of this sort comes up, the 
adverse publicity has some kind of an impact; but we don't know 
how to measure that. . t .. 

Senator Grassley. Mr. Pearlman also said that there w£sn t any 
evidence that this affected the exemptions that people claim. So, 
you just don't know, the same way. 

Commissioner Egger. I am hopeful that the studies that; we will 
conclude somewhere toward the end of October will give. Us some 
indication of that. . , 

Senator Grassley. Well, then I will ask my staff and the Joint 
Committee staff to get with your people soon after October 31 on 
that point. 

Commissioner Egger. Surely. 

Senator Grassley. Mr. Pearlman, I have a question about the le- 
gality of the provisions that relate to the fact that child support 
payments for non-AFDC families are not Federal debt problems, 
you already referred to that issue in your testimony, in conjunction 
with the educational loan program. 

Would that in any way affect the legality, I suppose our constitu- 
tional ability to collect for non-AFDC families? 

Mr. Pearlman. Mr. Chairman, I wouldn't want to answer that 
definitively, but there is some precedent for Federal Government 
collection of non-Federal Government debts, in the State income 
tax collection procedure, Which I don't think is used by any State. 

I would think that the Federal Government could, by legislation, 
authorize collection of a non-Federal Government debt. I wouldn t 
want to be held to that response, but I think there is some prece- 
dent for it; although, as \ said,' I tlon't think it has ever been used 
in the State income tax area. * ■ ■ . 

Senator Grassley. From strictly a political standpoint, let me 
clarify a point. You did state your opposition to S. 150, didn't involve 
the offset provisions. You are! basically concerned about the exten- 
sion of the income tax collection machinery of IRS to collect those 
education debts? . 

Mr. Pearlman. Well, let me just make sure that S. 150 does in- 
volve refund offsets in the case of student loans. 

Senator Grassley.. Yes. 

Mr. Pearlman. So in our statement that we are opposing lbU, 
and specifically at this.time, we are saying we think we should not 
go beyond child support refund offset until at least the Commis- 
sioner's study is completed. 

Senator Grassley. The reason I was curious is, there is*some dis- 
agreement on our staff whether or not the income offset provisions 
were in S. 150. , . f 

Mr. Pearlman. Well, I think they are. We will stand corrected if 

we're incorrect. 

Senator Grassley. Our staff is saying it's a direct assessment 
and not an income offset. % 

Mr. Pearlman. It is clearly a direct assessment provision in b. 
150, but in addition to that, the Service is directed to offset re- 
funds. I am reasonably confident of that. 

a- 
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Senator Grassley. Well, we can settle that later on. It doesn't 
have to be right now. 
Mr. Pearlman. I think I'm correct. 

' Senator Grassley. Let's forget about S. 150 now. The administra- 
tion's bill .on child support recovery affects non-welfare families, 
non-AFDC families. You aren't stating an Administration opposi- 
tion to 'that c6ncept? 

Mr. Pearlman. No. 

Senator Grassley. No. OK. 

Well, I guess along that very same line, I would like to ask you, 
then, your view on whether or not the present refund offset should 
be expanded to include non^AFDC families from the standpoint of 
the position of the Treasury Department. 

Mr. Pearlman. I think we share the concern that the Commis- 
sioner expressed. I guess we v^ould say the same thing, that we are 
a bit neutral on extending refund offset programs at this time, but 
we ate most interested in the results of the analysis that the Serv- 
ice is going through. We are really talking about behavioral evalu- 
ation of these programs. We hope that we will all have some oppor- 
tunity to do some careful review of the current program before we 
commit one way or the pther on the extension of the refund offset 
program to the non-AFDC. 

But I think it would be premature to be categorical in support or 
opposition, wheivwe are only talking 60 days or so from having a 
bit more helpful, information, if not more definitive information. 

Senator Grassley. OK. I think that takes care of the questions 
that I wanted to ask each one^^you. 

Did you, Mr. Goldberg, have anything you wanted to fill in here? 

Mr. Goldberg. No, sir; the Commissioner covered it quite well. 

Senator Grassley. I want to thank all. of you for your testimony. 
Thank you very much. 

Mr. Goldberg. Thank you. 

.Commissioner Egger. Thank you, Mr. Chairman. 

Senator^Ci^ASSLEY. I might suggest not only to you but to any 
other witness that, because I'm the only one of the committee that 
probably will(be able to be here today, that you may receive ques- 
tions in writing from other members of the committee or from me, 
even, as a followup, and we woiSld appreciate any response from 
not. only the administration but any of the other witnesses. It 
would be helpful if those be responded to as quickly as possible. 
And the record will be open for 15 days, as well, to receive, testimo- 
ny frooi anybody who wasn't invited to testify, as well as afhybody 
who has any additions or corrections to any of the testimony that 
^might be given today. 

OOr next witness* is from the Department of Health and Humarf* 
Services, Mr. Fred Schutzman.'He is Deputy Director of the Office 
of Child Support Enforcement. He has previously served as the As- 
sociate Commissioner in several offices of the Social Security Ad- 
ministration. He holds a baftielors degree from Cooper Union Col- 
legfe in. Ndw York City and a masters degree from Columbia Uni- 
^^ity, and I would appreciate it very much if you would introduce 
your associate. 

Mr. Schutzman. Thank you, Mr. Chairman. 
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Accompanying me today is Mary Goeddes, Deputy Assistant Sec- 
retary for Legislation, of the Department. 

STATEMENT OF FRED SCHUTZMAN, DEPUTY DIRECTOR, OFFICE 
OF CHILD SUPPORT ENFORCEMENT, DEPARTMENT OF HEALTH 
AND HUMAN SERVICES, WASHINGTON, D.C. 

Mr. Sch utzm an . With vour permission, Mr. Chairman, I would 
like to submit my full statement for the record and just very brief- 
ly summarize some of the points. 

Senator Grassley. Yes; your whole statement, and anybody else's 
statement, wilj be includeifTin the record as submitted. We would 
encourage you to summarize. We do have the light that goes on. It 
is not an absolute prohibition to continue any further, but I would 
appreciate it, Us soon as the light comes up, that you would wrap 
up as quickly as possible. 

Mr. Schutz|^n: I expect to beat the light. 

Senator Grassley. OK. ^Proceed. 

Mr. Schutzman. Thank you, Mr. Chairman. ; , 
^Currently we are in the second year of operation, and with prep- 
arations made for the commencement of the third year of the tax- 
refund offsets. 

Wef believe, by any standard, the tay. offset program has proved 
to be a major success. It is a joint effort by the Internal Revenue 
Service, my- office, the Office of Child Support Enforcement, and 4 
State ahd local child support agencies. * 

Each of the participants in this enterprise fulfills a vital func- 
tion, and the success ^witnessed to date is evidence of the quality of 
the work performed by all. 

I would like to briefly describe the process used to offset tax re- 
funds: 

Once a year, before October 1, all States submit to my office for 
transmission to the IRS a list of individuals who are delinquent in 
fulfilling their court or administratively ordered support obliga- 
tions to families who are AFDC recipients. 

The submittal includes notification by the State's child support 
enforcement agency director that all cages meet, the following re- 
quirements: Support obligation must have been established by a 
court or administrative hearing, the amount of obligation is delin- 
quent for at least 3 months, and the amount owed is more than 
$150. 

Beginning with the second year of operations, a pre-offset notice 
was sent to all individuals submitted for offset telling them that 
such action has been taken. The notice is issued in October. 

When we receive the information from the States, my office edits 
that information,- works with the States in correcting any errors, 
and compiles one master tape which we transmit to the IRS by De- 
cember 15. Each time a match is made with the IRS file, the IRS 
does flag their file. , . . 

When an actual refund is offset, a notice is sent from the IRS to 
the taxpayer stating the reason for the offset. A report from the 
IRS is sent to us, and the collected funds are also sent to us, and 
we disburse that on a monthly basis to the States. 
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The transfers of funds occur approximately from April through 
December of each year. 

Accompanying the collected funds is a listing of home addresses 
of the absent parents whose refunds were offset. The address infor- 
mation facilitates further collection efforts on "the part of the 
States. \ 

At this time I would like to talk about the results, and to avoid, 
any confusion, the numbers that Pm going to recite are slightly dif- 
ferent than the IRS numbers. That doesn't mean we are in dis- 
agreement. For example, the number of offsets mentioned by the 
IRS was something like 279,000 for the first year. Actually, there 
may be included in those offsets some duplicates. We may hit a 
taxpayer two or three times, because he may submit amended re- 
turns for prior years. 

^\Let me give you my statistics. As I said, we are not in disagree- 
ment; we just count differently. 

The first year results: 561,000 cases submitted, 273^000 cases 
offset by IRS, and approximately $169 million collected. 

After the first year we made a number of improvements to the 
program. First, working with the IRS and ourselves we added addi- 
tional automation to the process in ohier to speed it up. 

We also made some regulatory changes which , included the issu- 
ing of a pre-offset notice, which affords individuals opportunities to 
settle the debt prior to the tax refund or to correct any error that 
may be in the notice. 

And we also added a statement in our regulations to have the 
States formally have a mechanism for making prompt refunds to 
taxpayers that were errQneously offset. 

In addition, we have audited through this year about 22 States to 
see what results— how they were operating the program, and ask 
them to improve. 

Second year results: 872,000 cases were submitted by 50 States, 
323,000 cases have been offset through the end of August, and we 
have collected about $170 million. 

. Additional program changes we are making this year: Complete 
automation of handling of amended joint returns, options for States 
to submit test tapes to us ahead of time so that we won't have a 
problem in processing them, and we have also expanded the time- 
frame for the States to submit deletions and modifications on previa 
ously submitted cases. 

This concludes my summary. I will be glad to answer any ques- 
tions — and I notice I did beat the red light. 

[Laughter.] 

Senator Grassley. You will probably be the only one who does.' 
Let that be a challenge to others. 
[The prepared statement of Hon. Fred Schutzman follows:] 
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Mr. Cha1r»an and meters of the committee, I am here today to discuss the 
Federal Income Tax Refund Offset Program on behalf of the Child -Supper/ 
Enforcement (CSE) program. The CSE program is a Federal-State effort to 
establish paternity of children who have been deserted or abandoned, and 
to Insure that the absent parents of welfare recipients and other 
dependent children provide support payments to their children. The main 
goals of the program are to Insure that children, are supported 
financially >y their parents, to enforce family responsibility, and to 
reduce the cost of welfare, assistance to the taxpayer, 

I appreciate this opportunity to appear before you today, to talk about 
the Federal Income Tax Refund Offset Program. Currently In Its second 
year of operation,' with preparations being made for the commencement of 
Us third year of tax refund offsets, the Tax Refund Offset Program, by 
any standard, has proved to be a major success. 

*. ' ", * 
The basis for th Is 'Innovative and effective method for recovering child 
support owed to the State and Federal governments Is Public Law 97;'35, 
wh^b provides for the collection of del1nque*n* child «nd spousal 
support. This Is accomplished through an offset of. the Individual 
Federal Income tax refunds of obligated. absehUparents against- their 
delinquent child support arrears. Cases to be offset are submitted to 
the Office of Child Support Enforcement (OCSE) for routing. to the 
Department of Treasury by State Child Support Enforcement Agencies. As 
you know the law restricts State Agencies to submitting those cases 
Involving families which have executed an assignment under the Aid to 
Families with Dependent Children (AFDC) program. 

The Tax Refund Offset Program Is a combined effort by the Internal 
Revenue Service (IRS), and Stajte and local child support enforcement 
agencies. Each of the participants Vn this enterprise fulfills a vital 
function and the success witneised today Is evidence of the quality of 
the work performed by all. 
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THE FCOCRAl TAX RE FUN 0 OFFSET PROCESS 

Interim final regulations which specify the requirements for. case' submittal 
were published by OCSE February 19, 1982 1n the Federal Register (47 FR 
7425> and final regulations were published January 20, 1983 1n\he Federal 
~ Register (48 FR 2534). Once a year before October 1, ell StateVsubmft to 
the OCSE, for transmission to IRS, a 11st of Individuals who are delinquent 
1n fulfilling their cOurt or administratively ordered. support obligations, 
to families who are AFOC recipients. ..The submittal Mncludes notification- 
to OCSE by 'the State's Child Support .Enforcement Agency Director that all 
cases meet the following requirements: The support obligation must have 
been established by a court or administrative order and the delinquent 
amount owed must be. more than $150 end at least three months old. The 
submitting State must have taken assignment under Section 402(a)(Z6) of the 
Social Security Append must have made reasonable efforts to collect the 
delinquent amount ;pr1o/> to Submittal -for offset. 

. OCSE consolidates all State submittals into one computer tape and forwards 
/ f 1t to the IRS. Beginning with the second year of operation, the State or 
OCSE at the States request, sends a 'pre-offset notice* to each submitted 
absent parent alerting Mm to : the fact that his name has been submitted to - 
the IRS for tax refund offset. IRS compares the OCSE submitted taxpayer 
j Information with Us taxpayer master file, matching Social Security numbers 

\ with surnames. OCSE 1s then notified of any cases thatdo, not match and 1n 

turflr/notlf les the States/ 

Each time a match 1s made, IRS flags Its master file to freeze any 
potential refund that raaybecome available. The lRS will, when possible, 
withhold (offset) the refund and Issue a notice to the, taxpayer. » Listings 
of tax refunds that have been offset are sent 'to OCS^weekly and collected 
f funds are deposited 1n a designated account for disbursement monthly to the 

States. x . 

< 

2 
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.OCSE prepares the necessary detailed reports for the Individual States and 
then arranges to transfer the tax refund collections to the State. These 
transfers are received each month, from approximately early A0r11 through 
December, along with a listing of the home addresses of the absent parents* 
whose refunds were offset. This address Information 1s valuable 1n Itself 
1n that 1t provides the local Child Support Agency location Information 
whereby further collection efforts can be made. OCSE will bill the State 
for the processing of each collection. In Its first year of operation, 
OCSE negotiated with IRS a cost per case of $17. The cost per offset for 
tax year 1982 1s $11 due to Improved procedures. We expect even further ■ 
reduction In cost for the upcoming year. 

FIRST YEAR RESULTS ' , 

As I mentioned earlier, the offset program has been extremely successful. 
In Its first year of operation, forty-seven (47) States and the"D1str1ct of 
Columbia submitted over 561,000 cases for refund offset. The average arrearage 
amount on these cases submitted was $3,800. Ultimately offsets were made 
on 273,090 cases for a total net collection pf $168,915,280- The average 
collection per case offset was $620.' Cost of the Program as billed to the 
States was $4,542,?47. (70t of which 1s reimbursed by the federal 
government). 

This $163 million amounted to 20X of the States' total AFDC collections in 
1931. Nonetheless, even before the first year's collection reports were 
fully tabulated, IRS and OCSE set out to Improve the procedures of the 
o/fset program in order to make a good program even better. 

IMPROVEMENTS TO PROGRAMS OPERATIONS 

The strategy taken by IRS and OCSE in terms of improvements to the offset 
program consisted of a twofold approach: the first goal was full 
autama*j|^of the process; the second was regulatory protections to ensure 
the ef^BTent operation of the tax. refund offset program while protecting 
the r.fjfts.of the taxpayer obligors. 

' , . • , 3 ' 
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The automated systems component of the Program Mas been enhanced, < 
Increasing the efficiency. The full automation of the Program's procedures 
Increases the efficiency of the offset process both 1n terms of quality of 
the collection reporting and the swiftness with/which the reporting 1s now 
accomplished. 

With respect to regulatory changes, a number'of improvements have been made 
""to the Program. The Issuance of the pre-offset notice, either by the State 
or 0C5E, has been adopted and serves to provide the taxpayer-absent parent 
the opportunity to consult with the submitting State Agency to resolve any 
dispute concerning the accuracy of the support arrearage. This addition to 
the Program 1s considered to be most valuable In the sense that eArly 
awareness on the part of the taxpayer/absent parent of .the potential offset 
of his or her tax refund can prevent most erronjttf offsets and 1n some 
cases encourages settlement of the child suppo^^BCwIthout the need of f 
tax refund offset at all. In short, affording H M parent the 
opportunity to resolve the case prior to IRS offset *H^>roven beneficial 
not only to the Program's operation, but to also foster Individual parental 
responsibility. Other regulatory enhancements Include: requiring States 
to promptly refund any amounts erroneously offset and requiring Spates to 
verify accuracy of arrearages prior to certification for tax ref uhd:offset; 

It. Is hoped that the changes made In the final regulations will alleviate V 
most of- the concerns of taxpayer/obi Igers who have challenged the offset 
process In Federal Court. These concerns have focused on two main Issues: 
1) Whether the taxpayer Is entitled to formal notice and hearing prior to 

^ offset; and 2) whether joint returns maybe Intercepted In States where an . 

'^absent parent's spouse Is not liable for the child support debt. 

v : 

Further, In an effort to assist the States, In u recogn1z1ng what problems 

that may exist with respect to the accuracy 'of submitted case files, OCSE " 

conducted an audit. during January through Hay of 1983. Twelve states were 
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selec^jg^for review. The ftudlt produced a heightened awareness of some of - 
the weaknesses found 1n case submittal and served to correct these 
weaknesses. 



The procedural modlf 1 cat loflsVnd sjrs terns enhancements Implemented for the 
second year of offset processing appear to have fulfilled their Intended 
purposes. For the 1983 processing year (tax year 1982) , fifty (50) States 
and three (3) jurisdictions submitted 872,328 cases for potential offset. 
This represents a 55* increase In number of cases submitted for offset, and 
an addition of three (3) states and three (3) jurisdictions to the Program. 
The average arrearage amount on these caseiwas $3500. 

4s of August 31, 1983 offsets were male on 323,129 cases for a total of 
$169,353,506. The average collection per. case offset was $524. Thus, with 
additional processing still to^kur, we find that we have already made 
offsets in 50,000 additional cases over last year. The cost to date rests 
at $3,-550,525. 

In response to concerns for joint taxpayers, changes have been made 1n the 
notice IRS Issues toNnform the non-obligated spouse concerning the right 
to claim his or her share of the tax refund. This 1s done, for up to 3 
years after the year the tax liability was Incurred by filing a 1040X 
amended return. Upon receipt of this notification (filing of a 1040X) from 
the non-obligated spouse, IRS will directly refund the non-obligated 
spouse's share of the amount offset and will adjust the State collection by 
the amount refunded. ^ 

During the first year, payments made by the IRS to the non-obligated spouse 
caused some problems for State Agencies, especially when the State had 
previously refunded the collection to the taxpayer because no past due 
support was owed. OCSE and IRS developed new procedures that were 
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designed to prevent the taxpayer-absent parent from receiving two payments 
on these cases, and -the State from subsequently ending up In a deficit 
Situation as a' result of IRS making an adjustment. 



For next year OCSE and IRS will be automating thg current mW.l process 
, .for the verification, of a State payment to taxpayers. The State will forward 
on ..weekly basis/ the amount of all refunds made to absent parents, so 
thaf these transactions can be marked on the IRS file and considered In the • 
event that the ^taxpayer seeks a duplicate payment from IRS.;,. * 

i ' CHANGES FOR lMlVljlaoESSIMfi VFM 

: r 

Forest amongst additions for the upcomfng year was the option on the part ■ 
of the States to submit la test tape pf support cases for processing b> 
x OCSE. "lis test tap* processing allowed the States to verify their own - 
. .systems formats and case'data before the final submittal deadline of < 
October 1. Thus, errors detected as a resu it of the test tape processing 
can be corrected before the final tape submittal resulting In a much more 
accurate and hence fruitful case file. 

Also of significance Is the extension of the time frame In which deletions 
of cases previously submitted can be made. In the upcoming year, deletions 
can be made up to April 30. This extended time period allows for 
modifications' to be made as a result of either the State recognizing a 
mistaken submittal pr the absent parent paying his support .obligation so as 
. to avoid tax refund offset. . * 

For your Information, nearly eWy State which has a State Income tax has 
legislation providing for, or h*& already implemented a comparable 
procedure to the Federal Income Tax Refund Off&t Program. State Income 
tax refund Intercept and other debt setoff processes have gained widespread 
-acceptance and been quit? successful In collecting delinquent child 
support, student loans, and other obligations owed to State governments. 
Several States have even extended this process to families L ' 
not receiving AFOC under the CSE program. . 

In short, I wouU like to say that as we approach. the begin,1ng'of the 

a f tTon a d 'J,' ° ff " 1 * d ° M * Uh ■ rWt deal, of 

satlsfact on and pride over our past accomplishments, yet fully Expect to 
surpass those levels for processing year 1984. 



Thank you again for this opportunity. 



V 

51 



48 



SenLor Grassley. I want to ask some' questions. : '/ - 

Oh, Ho you have a statement, too? " 
M<! Goeddes No, Senator, I don't. ... , 

SenK G?assley.. Oh, I thought you were getting ready to 
soeaklnd I didn't want to ignore you if you did have a statement. 
Twatt to ask questions' similar to what I asked of the -first two 
wi neLls noTneLsarily to find out if there is an, > ddgrenc; , o to 
verify ole against the other but to get your point of view. Again, 
would rifer to the 1975 act in which Congress gave the IRS the au- 
thoritvXcollect delinquent child support enforcement accounts as 
hey wo¥ [ collect V^uent ^ th^ said ti^ had about 
150 casesWubmitted to them. Would you agree to that? - 
Mr. SctfuTZMAN. I think he was talking about last year, 
SenatonGRASSLEY. Oh, last year. Qflg 
m7 hLan. Since 1975 through the end of fiscal year 1982, 
1 364 cases\have been submitted to the IRS, amounting to $9.3 mil- , 
lion Of tha\t $9.3 million, $1.3 million has been collected. 

In fiscallear 1982, for example, to help the Commissiraerin-h« 
testimony, fhere were 160 cases submitted and about $564,000 col- 

^to^the first half of this year, only 73 cases have been certified 
There are a number of problems with that Process, and we , thmk 
also that the current IRS tax ^^^^t^Zr, 
method for collecting arrearages We think that the Statesjre 
eoine to use this process even less, even though it has iee^a 
meager useTalthough some States do use it extensively, but it is 
only a handful— two or three, really. l-ncrfh 
\ think the reluctance relates to cost, .complexity and the length 
nfthp Drocess The complex ty comes from the documentation re- 
quired Lr the S aie to submit to the IRS for full collection. For ex- 
ample they need identification of the case, they need a copy of the 
court oJSe" and any arrearages related to that court order they 
have to document what attempts they have made to collect, wny 
attempts have failed, and they have to try to identify the 
assets This is a complex process, and it has not been used exten- 

Si Senator Grassley. Would you generally say that the.child sup- 
port refund offeet program has been effective » jeducmg [ weltere 
costs? Or are we still not doing the things to make it really eltec 

tiV Mr Schutzman No; we think it is an extremely effective pro^ 
J£n" If one loXs at the total collections for the 2 years, we are 
Sating to excess of $340 million, and those are direct we are 
cS So It has been extremely effective^ reducing the welfare 

CO Se S nator Grassley. Are there„ any pajficular problems with the 
mrrpnt offset program that need to be corrected.' 
- Mr Schutzman As I indicated earlier, we haye been working 
closely wiTthe IRS and with the^State and local folks because we 
C d d come across some process kinds of P"»^S J^^^ 
number of imprevements in the process, and- we think the 1Kb will 
fulS automate, we wil^e fully automated next year, and the proc- 
ess will go very smoothly we believe. . > 
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^ Senator Grassley. What does it cost your. Department, HHS, to 
, create a tape' listing all of the ceitified delinquent payors which are 
submitted to;you by the various States? 

Mr. Schutzman. Creating a tape is very simple,' but one has to 
talk about just more than creating a tape but the process that we 
go through-^the edit, the correction,' the back and forth with the 
States. I would say that we use about^seven or eight people in this 
process all during the year, both our computer-type people and the 
people that deal with the States on problems. * — 

Senator Grassley. Do you- classify that, then, as relatively inex- 
pensive? 

Mr. Schutzman. Relatively inexpensive. 
Senator Grassley. Arid very cost-effective? 
Mr. Schutzman. Yes. 

Senator Grassley' Has there ever been an attempt to find out 
what the States put into all of this? I don't suppose that is .possible- 
Mr. Schutzman. We have been talking to the States. And yoii 
know,, as the Commissioner of the IRS indicated, the States would 
charge $17 the first* year of operation, $11 this year, and probably 
less next year; but in addition to that, they have to put their list 
together to make sure that the. arrearages are correct. They will be 
appearing before you tod^y. I.. suggest you do ask them that ques* 
tion. We do not have that data. 

Senator Grassley. OK. ' 
*%Is the Department of HH& employing any other methods to col- 
lect delinquent child support payments? 

Mr. Schutzman. As you 'know, the program is administered by 
the State and local/folks and not by the Department of HHS, but I 
could talk about some other enforcement techniques that have 
been used. 

We are allowed, for example, to offset unemployment compensa- 
tion for past-due child support. This past year we are estimating 
we will have collected ajpproximately $15 million through "that 
process: ' / : 

As you know ako, in bur administration's bill we have talked 
about some otherenforcement techniques such as mandatory wage : 
assignment, State inpome tax offset. We feel those are the most t 
cost-effective, simple methods for increasing child support enforce- 
ment. 

In addition, of course, in order to speed the process, we also have 
in our bill the provisions for a quasi-judicial or administrative 
hearing to speed the process through the court system, through the 
legal process. 

Senator Grassley., OK. - 

Mr. Schutzman, could I ask you, just stay there, but to halt an- 
swering my questions. Senator Percy ca?ne in, and if you are ready, 
Senator Percy, we would break in right, here, into my questioning 
of Mr. Schutzman, for your testimony. 

Senator Percy. Well, I very much appreciate that, Mr. Chair- 
man, 

Senator Grassley. Mr. Schutzman is with the Department of 
HHS. Would you proceed? 
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Senator from Illinois, who is chairman of the Foreign Rela- 
tions Committee and on television every night, doesn't Jieed any 
sort of introduction. 

STATEMENT OF HON. CHARLES PERCY,-U.S. SENATOR FROM THE 

STATE OF ILLINOIS 

Senator /Percy. I bring with me my credentials as Chairman of 
the Foreign Relations Committee by having with me one of the 
most distinguished diplomats in one of the most troubled parts of 
the world.' We were in the midst of our conversation and had not 
completed it, so I just asked him to come right along, the Prime 
Minister of Cambodia, Prime Minister Son San, who is a man 
much admired around the world, who is fighting a bitter fight for 
the freedom of his own country. And' we, of course, along with 
many of our allies, have been anxious to help him. So we warmly 
welcome him to the Senate, but I know you would want to warmly 
welcome him, also, to the Senate Finance Committee. 

Senator Grassley. We welpome you, Mr. Prime Minister. 

Senator Percy. Mr. Chaifman, the subject that you are dealing 
with is a subject that has wen close to my heart for a long time. I 
have frequently commented to the Government Affairs Committee 
that if we ran any private corporation the way we run the Federal 
Government we would be totally bankrupt. There is no way any or- 
ganization other than a government could operate the way we do, 
and it's about time we really chahged some of those methods. 

When we consider that we are the largest lending agency in the / 
world— we. have about 130-some' agencies of the Federal Govern- 
ment tftat loan money — we are not only efficient in loaning it out, 
we are* inefficient in collecting it. With $147 billion outstanding in 
loans, almost $40 billion is in default. Now, that's just a totally un- 
acceptable records -'^r 

As I analyzed and appraised why, I found that it was just as 
much the fault of the Government as anything else, in fact more 
so— very poor methods that are' used r ;The very fact that, for in- 
stance, I don't know of a bank* in this country that would loan 
money without getting a social security number. The Federal Gov- 
ernment is prohibited from asking for that social security number. 

We don't hire outside collection agencies when we can't get it. 
ourselves. We can't report to a credit bureau a bad debt. We 
weren't even notifying the other 129-130 -Government agencies 
wheif there was a default with one agency ^We found people who 
would go down a list of eight agencies or so and default one after 
the other, the one agenfcy not knowing the other had defaulted. 

So we now are focusing on a particular asp^Jt of it that I think is 
a proven and useful tool. And I do want to'thank you very much 
"indeed for giving me this opportunity to testify. 

This hearing is the first time the Finance Committee has looked 
seriously at the proposal to offset tax refunds as. a means of collect- 
ing defaulted student loans since the idea was first proposed in 
1979. \ '•• V 

I' compliment you for yojjr leadership in bringing this issue 
before the committee today. ' f 
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going down, take him down to the prison, *and say, "Oh, the pris- 
on's filled. We can't put you in there. You are fined." And then we 
don't make any effort to collect that fine. Even Gordon Liddy, after 
all, was fined $40,000. And until the pressure was put on him and 
it was realized how much money he had made writing books ajnd 
making lectures, that he was forced to pay that $40,000." He just 
hadn't p#id it. 

We are down now to the point where defaults are about two- • 
thirds of the total amount in recent years. It's getting worse, stead-' 
ily worse, not better. So certainly an offset for criminal fines — 
there should be no question about it. Should the Government pay 
back an overpayment on a tax, for instance, to someone that is 
owing the Government money on some other account? What is the 
matter that we can't, With .computers, pull this together and not 
pay the person who is owing a criminal fine to the U.S. Govern- 
ment? 

In hearings I held in July it was discovered that criminal fine 
collections have dropped off dramatically, and collecting them 
drains precious resources from the U.S. attorney's office. There are 
over $100 million in uncollected criminal fines right today. 

Over the past few years, opponents /of tax refund offsets have 
made several arguments against the program. Frankly, I don't be- 
lieve that many of these arguments hold up when examined care- 
fully. Let's look at a couple of them just head-on: 

There is no evidence that an incpme tax refund program would 
threaten voluntary compliance by tslxpayers. In fact, the evidence 
j seems to show the opposite; 17 States have been using these pro- 
grams that would threaten voluntary compliance by taxpayers, and 
there has been no real evidenqe of that at all. 

Absolutely not a single State have we found where there is a 
drop in the voluntary compliance. At the Federal level there is no 
reason to believe that child support offsets have had adverse ef- 
fects; moreover, if the program were implemented as I proposed, a 
1-year test, we could mortitor any adyierse effects. It seems to me 
that a vast majority of taxpayers would be grateful to see the Gov- 
eminent taking action to recover defaulted debts. 

Those subject to offset would be assured their due process rights, , 
beiause only judgment cases, as I've said, would-be offset. 

An offset program at IRS would not divert resources awav from 
their primary piission and make the IRS the Government s debt 
collector. t s 

I propose that the defaulted** loans not be considered taxable 
income; thereby, not requiring IRS to go through its lengthy proce- 
dures for tax collection. Rather, IRS would simply match two lists 
of social security numbers by computer; send out one notice to each 
debtor to be offset, then reduce the refund amount accordingly. 

Again, in the test program only a small jjample of cases would be 
"offset. I would support, and I believe the administration would sup- 
port, based on discussions that I have had with OMB, giving tbe 
IRS the additional resources needed to do this task. * r V ~ 

Joint tax returns do represent a problem to an offset program, 
but not an insurmountable one. In Oregon, those who filed joint re- 
turns but may have incurred their debts as individuals are notified 
before the offset, to give them the opportunity to contest a portion 
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of the offset. It may be necessary to offset only individual returns 
in the pilot project. 

In summation, I feel it important, Mr. Chairman, to remember 
that irr general when Uncle Sam loans money to students, small 
business people, and others, it is the lender of last resort. The Govq 
ernment is often taking the rjsk that no bank would take. There is 
often no collateral, the debtor has no established credit, and may 
not even be employed. When one of these individuals defaults and 
all of the routine collection measures have been taken^including a 
judgment in Federal court, it seems to me that the Government 
has every right to offset a tax refund that would be given to the 
person otherwise. I urge the committee to report legislation along 
the lines that I have proposed. 

I thank my colleagues here at the table for their very great 
thoughtfulness in yielding to me. 

Senator Grassley. I will simply thank you. I have no questions, 
but I am glad that you alluded to the fine piece of legislation that 
you steered through the Congress last time and your testimony 
also included statements of how it has accomplished its objectives. 

I want to congratulate you on 'your past success, and I am glad 
atsee you haven't given up yet. 

Senator Percy. Thank you very much, indeed, Mr. Chairman. 

[The prepared statement of Senator Charles H. Percy follows:] 
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STATSMD/T CF SENATOR CHARLES H. PERCY 

Mr. Chairman, I would like to thank you for giving me this opportunity to 
testify this morning. This hearing is the first tine the Finance Cormittee has 
locked* periously at the proposal to offset tax refunds as a means of collecting 
defaulted government loans, since the idea was first proposed in 1979. I corpli- 
ment you for your leadership in bringing this issue before the Gamu t tee today. 
I would like to take a fw minutes to describe the government's debt collection 
problems, the legislation passed last year to deal with them, and why I feel strongly 
that a carefully implemented tax refund offset program could be, and should be, 
undertaken. 

Cver the past three and a half years I have held eight hearings cj*4e debt 
collection issue in the Governmental Affairs Cormittee. The government's debt 
collection story is, I believe, the most shocking example of government waste, 
fraud, and nusranagement that I have encountered in my ,17 years in the U.S. Senate. 
Each tine I hold another hearing, the horror stories of waste get more unbelievable. 
For example, we found out that one out of four Harvard doctors who received student 
loans were in default, v*e discovered that the government's own employees were de- 
faulting on their student loans — 46,000 in all. These dramatic illustrations 
are, unfortunately, only the tip of the iceberg in terms of the scope of this 
problem. Government-wide, unpaid delinquent debts now exceed 540 billion — or 
more than $400 for each taxpayer in this country. 

This disastrous situationis now starting to turn around. With the cemmittment 
of the Reagan Administration, and with new legislation enacted last year, over 
54 billion more will be collected in fiscal year 1984. Four billion dollars more . 
But much. more could be collected, especially from those who owe less than $1000, if 
the aovem-rent were able to use tax refund offset as a last resort. 

Mr, Chainran, no less than 17 state govenvr«nts are offsetting tax refunds as 
a neans of collecting other debts — they have had treraidous success with this 
method. Oregon, for instance, is collecting $15 for each dollar^ t spends on the 
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program. Tr*re is absolutely no .other way of collector* defaulted government loans 
that will return $15 dollars to every dollar spent on collecting. ^J^jn dnary study 
'of potential savings frcm such a program conservatively estimated ^Wf° to 5600 
million could be collected in tuo years, rfbney that wou}d be writtyn Wyotheryise. 
' i h^ve brought with re, a fcaft bill I in**rf to introduce, wh^ch Lould establish 
a tax refund offset prr^rff" f or collecting *»*eulte* rperment loans. Unlike Senator 
Jepseh'* bill, !*• proposal vould-not treat unpaid student loans, to other government 
ceMis, m twees due. '^ather -it vroulc- siroly alia-; in cane tax reWs to Ns (ff'set. 
The Hill i^lem-nt* xn nffwt nrrw™ nn * limit** — I *elW- tj*t. -v nro- - 

posal addresses nar.y of the I^'s concern-, "ere l« hrw it would work: 

• Tne tax refund offset program would be authorized as a one-year test, to 
determine the effectiveness of the program and test whether the program had 
any adverse affects on the TPS or tax system. At the end of one-year, the , 
program could be continued or expanded, if the Congress so desired. 

• ' Only those debts which had court judgments establishing their validity would ^ 

be subject to refund offsets during this pilot project. jTnere are at least 
' 65,000 claims, worth SI billion, at the Justice Departr^njf which have not been 
1 collected. Kany of these claims have judgments. UsinJ judgment cases would 

assure that due process had been provided the debtor. 

Tne offset could be used for collecting all types of defaulted government loans, 
not only student loans. Student loans represent only aW 10 percent of the 
defaulted debt, thus, there is no reason to exclude the r\^t. I would also 
propose that unpaid criminal fines be subject to refund offset. In hearings ^ 
I held in July/ it was discovered that criminal fine collections have dropped 
off dramatically and collecting them drains precious resources from the U.S. 
^tomey's offices - there are over. $100 million in uncollected criminal fines. 
D,er\he past few years, opponents of tax refu^J offset have made several arguments 
against the program. Frankly, I don't believe that many of theix ar^ts hold up 
". uhen e-x^mined carefully. Let me address them head on: 
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There is no evidence that an income tax refund program would threaten 

voluntary .compliance by taxpayers . In fact, the evidence seems to show 

the opposite. Seventeen staes have, been offsetting state income tax 

refunds and none have reported a drop in voluntary compliance or an 

increa.se in adjusting withholding to avoid refund confiscation as a 

result "of their offset programs. Tvone . At the federal level, there 

is no reason to believe that child Support offsets have had these ad- 

V£rse effects. Moreover, if the program we,re implemented as I propose — 

a one-ysar test — we could monitor any adverse affects. It seems to me that""/ 

the vast majority of taxpayers would be grateful to see the government taking j 

actipn to recover defaulted debts. 

These subject to offset would be assured their due process rights because 
or.ly jud^ent cases would be offset, they have already had their day in' 
court. " . 



• .V) orrcet pn-cfram at the IRS would not divert resources away from their 
primary mission and make the IRS the government's debt collector. I pro- 
pose that the defaulted loans not be considered taxable income, thereby not 
requiring IRS to go through its lengthy procedures for tax collection. 

. Rather, -the IRS would /imply match Iwo lists of social security numbers by 
. /ccrrpjter, sand out one notice to each debtor to be offset, theft' reduce #ie 
refund amount accordingly. Again, in the test program, only a small saTple 
of cases would be offset. I would support, and I believe the administration 

v-ould Bupport (based on discussions I've had with a-©), giving the IRS the # 

' * f 

additional resources needed to do this test. 

• Joint tax returns do present a problem to an of f set- program, but not an 
insurmountable one. In Oregon, those who file joint returns, but may w 
have incurred their debt as individuals, are notified before the offset I 
to give them an opportunity to contest a portion of the offset. It may 
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be necessary to offset onlV- Individual returns in th»" pilot project, 

■ ' * I ^ " • * r 

. "t - 1 • ■ i / 

. I feel it is irrportant to remember that, in general, when Uncle' Sam loans money ■ 1 ■ 

3 . ■ " ■ , ■ • . * * * - 

to students, .^rall businessmen and varan, 'and others, "it is the lender of last' resort, . 
government is often taking a risk that no bank would take •— there is often no 
. collateral, the debtor has no established credit, and ray not erven be enployed* . 
" toen one of these individuals defaults, and all other routine collection Treasures 
have been taken — including a judgment 1 in federal court — - it seems to me that 
the goveruTent has every right -to offset a tax refund. 

I urge the ccrmittee to report legislation along the lines of what I have - 
proposed, , 

^Senator Grassley. I think the IRS referred to this, but I cfidn't 
ask them for clarification, and . I would like to know what the aver- 
age amount of *child Support ... recpvery is wheii we use the offset 
method. , ' ? r -*i v- 

Mr. S^hutzman: In tfie first year the average pffset that we re- 
covered was $624. Tfiis year it is running about a -hundred dollars 
less, about $525^. a . '.v 

Senator GRAssLEY/Carj* you explain that downward trend? - ; 

Mr. Schutzman. I think it is probably related to the .economy. 

Senator GrassLey. Is there any way We could (estimate the size, of 
debt owed back; child support from non-AFDC families? 

Mr. SchutzmAn. Thiere has been some data from the 1981 census 1 
report which was issued" just this year, I would &ay that there were 
6.4 million families, non-AFDC families, £.4 pf those were due child 
support, and 2.6 million received*full child support; 1.2 million re- 
ceived nothing, and we estimate from that report that there was 
about $2 billion in 1981 owed in child support for non-AFDC fami T ' 
lies, for those who have court orders. 

Sienatdr Grassley. My next question, then, would be: Of that $2 
billion that is uncollected and owed, how* much do you think we 
could get from the income offset if it were, extended to hQ^AFDC 
families? . ' ■ 4 

Mr. Schutzman. Again, one would h^ve to- look 'at the specifica- 
tions. For example, there are some bills bejfore^the Congress today 
that say all the people should be involved^^ll children should be 
involved — in the child support collection enforcement efforts. Other 
people say that it should be only those folks who apply for the serv- 
ices; why should we interfere with private problems and debts 
owed between two private persons? 

So, depending on how one specifies the number of people that 
would enter the system, ^and it would probably be slo^v — we have 
attempted to make some estimates, but it depends on the specifica- 
tions. As I said, there is approximately $2 billion owed from 1981. 
Some portion of that would be collected, and it would have to be a 
guess. We could make §pme assumptions and make thSse guesses. 

Senator Grassley. So in other words you are saying it is practi- 
cally impossible to be very v 



Mr. Schutzman. Well, to be precise. But one could make some 
. assumptions and my. that, compared to the current program, one 
can collect x number of dollars, 

Senator GrassleY. Well, then, leYs iust assume that we make the 
program available to^ non-AFDC families, and let them' apply for it 
You would have to assume a certain percentage would apply- that 
would. be a certain percentage of the $2 billion owed. Have you 
done: it that way? *' 

Mr, ; SpHUTzMAN. As I have indicated, you know, it depends on 
which assumptions you want to make. ^ 

Senator Grassley. I guess I am just asking you to report on 
, wnateyaj- assumptions you have made. 

Mr. ScHUTZtyVN. We have not finalized our estimates because*we 
are waiting for, some specifications. , 

Senator Grassley. Well then, the proper thing for me to do 
would be to ask you to submit that to us, when you get that. 

Mr. Schutzman. Sure. ' ; ' ' ; 

Senator Gramley. HOw much would; the extension of the pro- 
gram to non-AFDC families increase th& costs for your Depart- 



Mr. Schutzman. Again, as you, know, We fund 70 percent of the 
Mate and local costs, and that's where mosf of the costs would 
occur. And, again, it depends on how one sets up the process 

For example, it may be required, in ordetftfr establish what the 
arrearages are— there may be disagreement between the two par- 
ties^it may require a court hearing, and therefore that could be 
very. expensive. You may have to reduce the amount of the judg- 
ment or go to. court first, before you can actually submit the 
difficult ° W ° determinin g the arrearages is extremely 

S ^ o^ g ? in, { K ^P^ds on how the' process is specified and how 
each Mate could work it out. And some States do have data— very 
tew— on what the arrearages are in non-AFDC cases. Most States 
do not. 

Senator Grassley/ OK. 

I'm sorry we J^ knswer that question. Maybe I am expecting 
too much. Maybe'Swnat 1 ought, to do is just ask»you to think about 

• M J- Schutzman Well, We have been. And we have talked to 
some of the State folks, and they will be up here testifying. It will 
be much more costly than the AFDC, because, again, that's where 
we do have the data available because it is related to weffare pay- • 
mente. It is very difficult to determine the number. It would be a 
complex process. 

Senator Grassley. I will go on, then, te*another point. 

I don t know to what extent you can divide up delinquent par- 
ents into low, middle, and high /income individuals, but my ques- 
tion comes from the proposition of whether high income individ- 
uals might be more sophisticated in avoiding the offset by claiming 
additional exemptions to reduce their refunds. Is there any evi- 
dence to that effect? 

Mr. Schutzman. Again, I think that would probably be produced 
in part by the Study that the Commissioner of IRS talkfed about 
earlier today. 



Senator Grassley. You have no evidence now? -\ 
Mr. Schutzman. We have no evidence concerning that. J 
*• Senator Grassley. OK. Do your records include ju^t-the division 
of pfeple in the income categories, so that we kno^. whether tow 
income or high income, people -have a better record of fulfilling 
their responsibilities? * 

Mr Schutzman. We do not have specific data on that. However, 
there t was a Stanford University study <; in 1962, and it is related to 
CalifoWuarTTsribws that there is little relationship between income 
and"- noncompliance. In other words, men with incomes between 
$30 000 and $50,000 a year were likely to fail to comply as those 
with incomes under $10,000. So it is equally spread across the spec- . 

trum. i. ■ 

Senator Grassley. OK. _ 
Do you have any ideals to what percentage of A* DC child-sup- 
port accounts were colleqWSfoy States before the Federal; Govern- 
ment started to assist through these two programs? \r, 

Mr Schutzman. The only^idence we have is, in 1975 there was 
a study done by the then Department of Health, Education, and 
Welfare, ft showed that for AFDC families they collected $1#6 mjy 

> After the Federal legislation was passed, in 1976 we collected 
$200 million., on behalf of AFDC families^ ,and in 1982 we collected 
almost $800 ihillion, which will give vou Some sort of order of mag- 
nitude. ; * _ j 0 V-' 
Senator Grasslby. -What is the percentage for today/ V ' 
Mr. ScHtrifeaiAN. I have some percentages. We. collected, free 
"child support Federal involvement, the current 4-D program as we 
call it, in 1975 we collected about ,$126 million in child support on 
behalf of AFDC families. Today w6 are collecting about $80p, rriil- 

10 The percentages of cases we collect from have varied between 10, 
and 11 percent over thfc short life oPthis program. We collect ab6ut 
10 or 11 percent of the cases. t ■ 

. Senator Grassley. That's my last question. I want to compliment 
you on your testimony and your -answers to my questions, and 1 
will look forward to that additional information that I requested to 
be submitted. ; & 

Mr. Schutzman. Thank you very much, . u 
Senator Grassley: Thank you vefcy much. . 9 

[The information follows:] / / «?■ 

Question What .are your estimates for the collections .that could.be achieved 
under a non-AFDC Federal income tax offset process: What would it cost? J- 

Answer Based on the latest census data regarding female headed households and 
on IV-D experience-, we believe 800,000 noA-AFDCTcases would be prepared and sub- 
mitted for the 1984 tax year, incurring administrative costs during fiscal* year 1984. 
However, these expenditures would n/f produce an increase in child support collect 
. tions until fiscal year 1985. As the po/ulation becomes aware of this service, the *V? 
D caseload is expected to grow quiclfiy, generating 1.2'million non-AFDC cases tor 
•IRS offset in fiscal year 1986 and 1. ^million, thereafter. Each year, starting in fiscal 
year 1984, approximately 500,000 cases will require a hearing, either admin istratw* 
or court, before the arrearage can be determined accurately. The range of costs pre- 
sented below reflects the cost variations^as^pciated with the type of hearing as wel 
< as IV-D administrative costs. We .have assumed a 45 percent collection rate (fiscal 
year 1982 actual), current law FFHof -70 percent, and a $525 average IRS offset (fiscal 
year 1983 actual) using the latest available.data relating to the offset for AFDC cases. 



The Federal arid State governments do ngt retain any part of the non-AFDC col- 
lections. Non-AFDC collection* are paid to the family. These estimates do not in- 
clude welfare cost avoidance savmgs which are the funds saved By the Federal and 
State governments when a family is^removed from or remains off the welfare rolls 
because of the receipt of child support; 
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Senator G^assley. Our tii 
ment of Education, Dr. Edv^ 
ant Secretary for Pbstsecor 
He happens to be the adr 



£t witness is testifying for the Depart- 
ed' Elmendorf* and he has been Assist- 
aVy Education since December 1982. 
-mtmt ~ ~~ -~ — .-lustration's principal spokesman for 
higher education policy. He^ias also served as Deputy Assistant 
Secretary for Student Finantjal As&istartfe, in charge of student 
loah programs, and I underst^n&you hold A degree ift higher edu- 
cation administration from .the'iJmversity of Massachusetts? 
Dr. Elmendorp. Yes, sir. J 
Servator GRASSii:y^jAnd would jpu introduce your associates? 
Dr. Elmendorp. Miis is Mr. J^VReynpl^is, Mr. Chairman, who 
is in the Departmfht of Education^ working- in the Office of Stu-' 
dertt Financial Add as head of our Bebt collections- task fofce. 
Senator Grass^ey. OK, ' ■» . - 

Would you proceed as I have instructed previous people to so do? 
Dr. EijMendorp. Yes, sir. I would hope that you could accept our 
statement for the record, and I will try to summarize it in about 10 
minutes. , « 

Senator Grassley^ OK. «' J *< \ : ' / 

[The prepared statement^flon. Edward M. Elmendorf follows:] 
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Statement by Edward M. Elmendorf 
Assistant Secretary for postsecondary Education 



D.S» Department of Education 
Before the Senate Subcommittee on Oversight lo'f the Internal Reveriu*' Service 



» Mjfe?Chalrnan and Member* of th^ Subcommittee: „ * 

I appreciate the opportunity to be here today to discuss the Department's, 
loan collection activities In, the student financial assistance loan programs 
and to comment 66 S. 150, the "Collection of Student Loans In Default Act of 
1983.- 

In the past two years;' tftV Departnent 'a student loan collection effort* hss been" 
significantly atrengthened through legislstive initistives introduced in the 96th 
and 97th Congresses. These new suthorities have provided us with tools which are 
necessary to successfully address such an important recovery effort. We are 
proud of the progress we have Bade in improving our collection efforts on 
defaulted. student loanei Among the major initiatives that we have successfully 
Implemented within the past yea/ are: 7 



T 



— full Implementation of private sector collection sgency contracts; 

s 

— more timely use of Internal Revenue Address Locator Services; 

— a pilot project with the Internal Revenue Service to determine the 
^feasibility of taxing as unearned income student loans which are 

written off; ^ . * 

~ improvements in collection systa^sof twsre which hsve enabled us to ^ 
more effectively address the new authorities provided by the Debt 
Collection Act of 1982; 

— development of the procedures to Implement the identification, 
location, and salary offset measures to collect from Federal employees 
in default on student loans; and, 1 ^ 

-7/ implementation of admlnistratiye procedures which enable us to report 



■' : ...... . . , 



67 



64 



defaulted FISL and HDSL assigned borrowers to consumer credit bureaus. 

\ 

These improvements .have -contributed to an Increase in collections from a level of 
$46 aillion in FY '81, $55.5 million in FY'82, and current coUections at a rate 
which is expectddato result in excess of $70 million for FY/83. 

These all T time high collection figures have been a direct result of the combined 
Federal-rprivate agency collection activity. Oijr private collection contractors 
received their first assigned loans for collection in January of 1982. This ^ 
cooperative collection activity produced $7.4 million in collections in the month 
of March, 1983 alone, which exceeded by $1.5 million the hlgheat previous monthly 
total. * _ ■ " . , ^ 

' ' ' ( 

Even in light of these accomplishments, we believe that more can be done by the 
Department to build on them. In the near future, we will be transmitting a 
legislative proposal, "The Student Loan Collection Improvement Amendments of 1983" 
to further Improve debt collection activities and default recoveries in the 
student loan programs. •.Included in that legislation are proposals which 
would : v 

— modify the procedure Ibr disbursing funds under the GSL program. 
Under our proposal, loan checks payable to the student and the 

v institution as co-payees, would be sent to the institution the 
student attends., Ve believe such a policy would provide better 
assurance that loans are used for educational- purposes, and would 
reduce the potential for aid duplication, and the risk of "no show" 
defaults. 

— expand and modify our current requirements for exchanging information- . 
on student defaulters with credit bureaus to provide that State 

(2) 
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guarantee agencies, aa well aa the Secretary, be required to 
exchange such Information. This would reduce new defaulta while 
^improving collections on existing, defaulta. 

— broaden the student eligibility requirements to provide that a student 
may not receive financial aid if the student owes a refund on a grant 
ortls In default on a loan made under title IV at any Institution. 
Currently, the law provides only that a student in default or owing 

a refund may not receive further' aid at Che sane Institution. 

/ .. . . 2r ^ 

— provide that the alx-year Federal statute of llmltmlons for filing 

* suit for collection of a loan would apply to guarantee agencies filing 
such suit. If the applicable State** limit Is longer, the State law would 
still appfy. Since thtgte loans are Federally reinsured and subsidized, 



the Federal statute of ^limitations on recovery actions should be the 
minimum. . ' " • 

In addition to these Departments} proposals, the Department of Justice recently' 
submitted legislation to the* Congress. ^fithorlzlng the Attorney General to contract 
with private attorneys for the litigation Involving Federal debts Including student 
loan accounts... We believe that* the threat' of prompt litigation in those instsnces 



where such action- is warranted will have positive effects. "In the short term, 
the United' States will be able to secure and enforce Judgements - in those cases 
where people have the. ability to pay but have si£ply refused to honor their 



obligations. In x the long term^ the deterrent vslue of prompt litigsdfbn will 
stand as a remlndeivto t%cr$*T who are tempt e^^o ignore their debts. 

Your letter of invitation r^abested ,the Department *s views on S.153, s bllL 
which, provides for the collection of delinquent student loana through Income tax 
refund offsets. VJ ,: . .-• ; 



The goal of the bill of 'providing the Federal Government with important credit 
management tools which will help to Increase efforts to collect on student loans 
in default is laudable. We believe » however, that the actions we are undertaking 
are appropriate and sufficient at thia time. With respect to S. ISO's impact on 
the Internal Revenue Service and the Administration's position on this bill, we 

r- ■-— .: , 

Mr. Chairman, I hope this testimony has been responsive to the concerns of your 
Subcommittee. I will be pleased to respond to any questions the Subcommittee 
members may have. r 

STATEMENT BY HON. EDWARD ELMENDORF, PH.D., ASSISTANT 
SECRETARY FOR POSTSECONDARY EDUCATION, DEPARTMENT 
OF EDUCATION, WASHINGTON, D.C. 

,Dr. Elmendorf. I appreciate the opportunity to be here, and 
thank you for bringing to our attention your bill, S. 150, on which 
we will provide testimony, and also a chance to provide' the sub- 
committee with an overview of the activities within the Depart- 
ment of Education that I think, unlike the^ubcommittee on Post- 
secondary Education, we have not had a chance to review with you. 
' So if you don't mind us tooting our own horn, we would like to give 
you a little background on the seriousness of the problem, thfe nlag- 
' nitude of it, and some of the efforts underway to try to improve 
debt collection in the Department of Education. 

Senator Percy was very accurate in stating that tiie amount of 
the total burden or debt to the Government afi a restflt of defaulted 
studept ibans represents about 10 percent. To be more specific, it's 
about $3 billion that's owed the Department in the way of de- 
faulted slutterit lpans. It breaks down into about $2 billion for the 
guaranteed* student loan program, which is administered primarily 
by the States or the State agencies, and another billior^ dollars that 
is administered under the national direct student loan program by 
the institutions themselves. v 

< . Senator Percy mentioned Harvard. He was not talking about pro- 
grams that are administered by the Department of Education; he 
was talking about a program administered by the 'Department of 
Health and Human Services. 

We have about 2.4 million defaulted borrowers. About 1,300,000 - 
of those borrowed State agency guaranteed; loans, under the guar- 
anteed student loan program, and, about 1,100,000 borrowed direct* 

* ly from an institution under what iye call the national direct stu* 
dent loan program. '»f ! ~ ' 

y What has caused the problem of defaulting on student loans? I 
think, first, years of inattention. Second, the lack of, any appropri- 
ate debt collection tools .which are available to the private sector 
but not to us, on which we might rely for collection; and kind of a 
pervasive attitude that it's OK for the Government ^to be generous 
in lending money but lenient in collecting its debts.- ,J " 
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The President, in 1981> directed all Federal agencies to improve ' 
their information management, financial management, debt man- 
agement, and funds disbursement systems. OMB issuedfbulletin 
83-11, which required the agencies to set up credit management 
and debt collection task force efforts. The Department of Education 
has done that. A major part'of our effort, in addition to collection, 
has been trying to set up a system that would avoid defaults in the 
first place. And that would be accomplished under what we call the 
Financial Aid Delivery System. 

, The Departments efforts have been significantly strengthened, 
as the Senator mentioned, through efforts by the 96th and.the 97th 
Congress. 

In the past year, we have implemented a number of major initia- 
tives that were contained in the Debt ^Collection Act of i&82. As I ; 
just men tioned, under the Debt Collection 'Act we, for^the first time 
as a Federal Government, gctt. -fylltction tools which the private 
sector had been using for a ni^feber of years. 

There are three major initiatives I would like to talk about just • 
briefly, the first of which istoiie ofjthose 'tbols we didn't have until 
the Debt Collection Act of 198Zf-w*d we ^.appreciate the eTfort by 
you and the rest of Congress forgiving usj^mt action. 

We had not" been able Jt<^ student bor- 

rowers to credit bureaukv/T?,^ bf the most popular - 

ways of getting the attenbon^m^^ borrower, whera^ 

their credit has been restrictij^^ in other areas, areas t^hat A 

they now consider to be ^Mg§## priority than paying bade fh&ir ' 
student loan. , ' < ... J s > 

We do have that aut^orityfw^ ha\je alreadysne^tferted* with bffeT 
* agency; and we are negotiating With TiVe otheir tre^t-bur^arik iWe. 
expect, within 6 montks^# final agreement; to havd referred ap- 
proximately 500,000 accounts to credit bureaus. , % 
Second, as the Senator mentioned, We now J^ve^the' abiliWito 
offset against "Federal employees the Amount that they are irfVde- 
*ault on their student loans. .. ^ y 

As you probably have heard, we haVe 'identified 46,800 Federal 
employees who are in default on some* $67 million in student loans. 
We have collpctedabout $3.4 mijlioivo^ that as of August 14 on ap- 
proximately 5,6Q0;accoMnts. ... 

The' Senator did have SdmeWhat , of an inflated idea of the ^ 
number oftdefaulters in the Department x>f Education. I think he 
put an additional zero on there. We identified, of-the 46,860 Feder- 
al employees, 68 in the Department of Education. I am happy to 
report to you that every one of those 68 people have either paid or 
are in repayment on their student loans. We hope th'afthe other, 
agencies will be as aggressive. 

Iv would like to alsb" state that we have just issued regulations 
which allow other agencies to use the salary offset provision men- 
tioned by the Senator. We can now offset 15 percent of Ihe pay of 
any Federal employee who is recognized as in default on their stu- 
dent loan. 

Third, tinlike many other agencies, the Department of Education 
has gone forwar^with a major collection contract with the private 
sector. We have implemented, as of 1981, two major private sector 
contracts. Those two contractors started receiving their first loans 
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in January^of 1982. Since., j^^, time we have transferred over 
400,000 afccounte to.-the two conSi^tOrs, with the value of those ac- 
counts in the ^neighborhood of $64uf million. 

The actual improvements* in c/llections have been very signifi- 
cant in the Department of Education. In 1981, we collected about 
$46 million. That jumped dramatically to $55.5 million in 1982. We 
expect this year to collect over $70 million on defaulted student 
loans. 

But there is more to do, and«we believe that we can effect even 
greater debt collection through several legislative efforts that we 
plan to ptoppsf? in the very near future. 

I ki$$r that it'-s a technical program, but the loan prcgram is the 
one that I has the greatest potential for waste, fraud, and 

abuse inotfte future, and the one I think S. 150 is attempting to 
direct its activities. 

Right now, under the current program, loan checks when issued^ 
ai'e made available directly to the student. We find that that has 
resulted in duplicate payments, with students leaving one institu- 
tion and attending another institution while is the same year being 
able to borrow the same amount of money. However the law re- 
quires that only $2,500 may be borrowed in 1 year. In additional, 
there exists the potential' for a student to receive a^fceck at home 
and never snowing up at the institution. When tflB- occurs, the 
loan goes immediately into default, and we have the burden of 
trying to collect it. We will propose legislation ,that will, make the 
loan check payable both to the student and to the institution. In 
that way, the check would be sent to the institutions copayee situ- 
ation woiSS^e set up,' and the student would have to show up for 
t class in order^st collect the loan. 

A second major problem we have is that' our guarantee agencies 
in all 50 States, 8 trust territories, and other entities that have 
agencies do not have the. ability to share information with credit 
bureaus. We would ask for legislation for them to do that. , 

Currently, under the law, a student is Bble to hav^ their loan 
refund checked against only activities or receivables at one institu- 
tion. If they were to go into a different program or go to a different 
institution, they would in fact not be able to have us offset that. 
With the legislation we would ask for to broaden student eligibility, 
we would ask that the student may not, under any condition, re- 
ceive Federal financial aid if a student owes a refund oil a grant or 
is in default on a-lban made under title IV at any institution £tfid 
riot just the institution wjhere they happen to be enrolled. 

And finally, we woukTask that the 6-year Federal, statute of limi- 
tations, which now exists for guarantee agencies on filing suit for 
collections be extended, so that the recovery potential wOuid be 
greater. * ° j 

In addition to this, I don't know if 3$ou"are familiar with S.1688 
which has just been introduced and supported by the Department 
of Justice. It provides authority for Justice to contract with private 
attorneys to litigate cases. We. now don't have that authority. All 
litigation is handled directly by the Department of Justice. 

In terms of your letter of invitation to comment on S. 150, given* 
what we have heard from the witnesses from IRS and Treasury 
this morning, I think it is appropriate that we should defer to 
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them. I would,, however, s%y that the concept of what you are 
trying to do is very acceptable to the Department of Education and 
very laudable. 

We will be responsive ' to any questions you might want to ask 
about the bill or about the Department of Educatjon's collections 
efforts./ 1 

Thank you. 

Senator Grassley. You have already responded to one or two of 
the questional w<as going to ask, through~your testimony, but I will 
continue with* other questions unanswered. 

In your view, would providing the IRS with the authority to col- 
lect defaulted student loans fre effective in collecting your current 
debts? — < 

Dr. Elmendo£f. We believe that the concept of having -any other 
mechanism would be supportable; however, we do find, in terms of 
hat we have heard and what we know, that there are several 
>chnical problems with the bill as constructed. And understanding 
that there is a study^ come in October which more or less pilots 
what we would do, I would advise waiting until we haiye the results 
of that study to see what the effectiveness might be of an offset. 

Senator Grassley. Then at this point it would be difficult forfyou 
tp say whether or not this approach would be more cost effective 
than your current approach? ' 
Dr. ELME^rbQRF. Yes, sir. * ° ■ «' i - ■ 

Tfce Government Debt Collection Act, which passed last session, 
permits Federal agencies to obtain the names and addresses of de- 
linquent d^^^fronrtjje IRS files. Have you used this new tool in 
collecting o^^^S^ft^tOdent loans? f . 

„P r *.EiJftgi^^ I would perhaps let Mr. R6yn- 

tfias give you'sdnte more detail on that. v V 

SenatorHGrRAS6LE^ ; Ort.' And while you are responding to that, 
: then, has it been effective, and has it been cost effective? 

Mr. Reynolds. Mr. Chairman, we were doing income tax address 
checks under an interagency agreement since 1976. The Debt Col- 
lection Act gaye that authority to all government agencies. In the 
years that we nave been using it, we have found it to be extremely 
effective. in updating old addresses of borrowers. <L, 

We have, in fact, a hit rate where, when we. give IRS the social 
Security number qf the borrower,, they are corning back to us in 
tibout 66 percent^prthe cases, with a good address. That, then, en- 
ables us to contaq/^tfre debtor and in about 34 percent of those 
cases convert ttiose cases to repayment status. So we think it has 
been very cost effective. 

Senator Grassley. Is this a better collection technique than re- 
ferring the case to the IRS to*do the collection? 

Dr. Elmendorf. We haven't had the experience of referring, the 
case to the Department o£ Treasury or any other agency. We have 
been responsible for collecting \vithin our own agency. I must, 
however, tell you that thefe is.such a progression in the collection 
effort that starts with t^evJ6an going immediately into default, 
being first collected on either by. the institution, if it's a National 
Direct Student Loan; or the State agency. We pay the State agen- 
cies 30 cents on the dollar to collect defaulted student loans for the 



Government. We then have those cases that can't be .collected re- 
ferred back to 'the Department. " 

We mq^e an attempt in our three major -regions — San Francisco, 
Chicago, -and Atlanta — to collect using Federal collectors. 'We have 
about 408 Federal collectors. We use the proceeds from' collections 
to pay the 'cost for those collectors so that we can continue the 
effort. It costs' us about $10.5 million a year to do that. 

W£ then refer the paper that can't b^collefted by Federal collec- 
tors to trje private collectors. We pay anywhere from 28 cents to 40 
cents on*the dollar to get that paper collected. ■ " \ 

So we have the very worst paper in our portfolio going to the pri- 
vate collectors, as a last I resort. So we have a number of mecha- 
nisms right now that are in effect, and we feel, with the additional 
tools that Congress has given us, we can be even more effective. 

Senator Grassley. These tjvo contracts you referred to that, you 
just made* agreement with, then it's just at this last stage, what 
you refer to as the last resort. That's what they've contracted to 
collect? • 

Dr. Elmendorf. Yes, sir. We make every attempt, either directly 
from the institution where the loan originated, from the State 
agency, where the loan originated, from the Government as a last 
collector, and then the private collector as the one that gets the re- 
sidual paper. 

Senator Grassley. And that cost to the Government is direct^ 
related to the dollars they collect* ^o they.get 26 cents'} J 

Dr. Elmendorf. Out of the dollars that th^y' collect. 

Stfoator Grassley? OK. And if they ddn't collect dollars, they get 
nothing? There i§ not evey any overhead costs or anything? 

Dr. "Elmendorf .^That's absolutely correct. 

Senator, *<3ra£SLEY. How does that percentage compare to what 
^tKe^same^ivate-'iS^r agencies might get for collecting a private 
•s£ct6f debt?; " VV^i* J . 

?; ; Dr.' ELMENDORF^ Wei Uruiergtand, although we don't have any spe- 
cific study on this^/tl^t^t^ween one-third and 50 percent is the 

rate charged by private sector Selectors for other types of debts. So 
♦W&ietef that we are ih th^/ra^ge, in fact below the range, in terms 
•<Jf W^t^we*£$y on student loan?. * 

' ^S^'fii^^^ii^eaLKy. What 4B y the percentage of that debt that can 
be collected, then, ffl^thfs last-resort classification? 
^ Dr.' Elmendorf. We wiil collect in the neighborhood of $70 mil- 
lion this year. Wfc e*pect uhll abdut a third of that wijl come from 
the private coHection source, and they will take aboiit a third 'of 
that in average commissions from that which they collectj^j^t.we 
still anticipate $70 million thip year, which is an'fticre-ase of $15 
million over last year. 

Senator Grassley.- How many dollars* worth of 'outstanding debt 
is in that last- resort category? 

Dr. Elmendorf. We have referred $640 million, total valine of the 
portfolio, to them. Now, they' are in the proces of breaking that 
t down and working the paper, as we call it* /■■ 

Senator Grassley. OK. , / ■ s 

And I don'4 suppose you've got- any way of estimating hawjawch 
of that $640 million you might get over a period of whateveryears? 
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Dr. Elmendorf. We did a pilot jstudy in San Francisco before we 
contracted out the business of last resort paper, and I believe the 
record on that was that we got back 10 percent of everything we- 
sent out there, keeping in, mind that that is the . paper that is the 
most difficult type of paper to collect. ^. y 

Senator Grassley. Then, what perceij^^ofjjhe total amount 
due is in. that category of last-resort? 

' Dr. Elmendorf. We will probably put out 846,000 accounts ove*r 
3 years, worth about $1.2 billion. * 

Senator Grassley. OK.-Well then, I guess my question is, what's 
that $1.2 billion compared to? 

Dr. Elmendorf. It's $1.2 billion of about $3 billion totally, keep- 
ing in mind that the States are collecting, that the institutions are 
collecting, and that the Government is still collecting the balance 
of the paper. <rV > 

Senator Grassley. Those, are all of the questions I Save. I'thank 
you very much for your participation. # r 

/ Dr.* Elmendorf. Thank you, Mr. Chairman. 

Senator Grassley. m We would invite you to continue to be in 
touch ^ith us if you a Have any further ideas on this legislation. / 

Dr. Elmendorf. Thank you. * 

Senator Grassley. Our next witness, who is testifying for the 
General Accounting Office, re John Simonette. He is an Associate 
Director of Accounting ancjf Financial Management. He is in charge 
of operation and auditing of the Government's accounting systems. 
He has worked for the General Accounting Office for 20 years and 
,has served in his present capacity^ for 4 years. 

Would frou introduce your associate? m 

Mr. Simonette. Yes, sir, Mr. Chairman. 

STATEMENT OF JOHN SlMONETTE, ASSOCIATE DIRECTOR, AC- 
COUNTING AND FINANCIAL MANAGEMENT DIVISION, GENERAL 
ACCOUNTING OFFICE, WASHINGTON, DC* 

Mr. Simonette. We are pleased to be here to discuss wit& you 
the IRS offset concept. With me this morning is Mr. Darby Smith, 
senior accountant, Accounting and Financial Manag^jnew Divi- 
sion. • ' ^ / 

My prepared statement contain^ background information on the 
magnitude of the Federal debt, as well as recent actions taken by 
the Congress and the administration to Astern the growth of debts 
owed the Government. In the Interest of time, I will move directly 
to the IRS offset issue. * 0 ' 

Senator Grassley. Please. 

Mr. Simonette. Although Significant accomplishments have been 
made in the collection area, continued empfrasis is needed to 
reduce the increase in delinquent debts owed the Federal Govern- 
ment. One meanfc available is the use of offset of delinquent debts 
against Federal t^x refunds due to debtors. 

In March 1979 we reported to the Congress that, of a sample of 
613 terminated debts totaling $4^000, up to $153,000, or 36 per- 
cent, could have been collected over a 2^tearT>eriod by reducing the " 
debtors' tax refunds. We recommended that on & test basis delin- 
quent nontax receivables be collected by reducing future income 



tax refunds due the debtors. Such offsets would be made only after * 
procedures to protect thf 'debtors' rights to due process had been 
' instituted. The proposal in the fiscal 1980 IRS appropriation bill to 
fund 30 positions for such a test was not adopted; however,^everal 
Members of Congress .were interested in pursuing legislation on v 
this point. * 

In response to a request fr f om the chairman of the Legislative 
Appropriations Subcommittee, Senate Committee on 'Appropri- 
ations, we reported in July 1980 that in 1979 alone the State of 
Oregon was able to collect by offset from tax refunds over $2.4 mil- * 
lion in delinquent debts at a cost of about $200,000. While at the 
same time establishing strict conti&ls to insure the debtors' rights 
to due processkjre protected and that tax refunds are not arbitrar-' 
ily offset.^^ 

In te^^muony before the Senate Governmentafc'Affairs Committee 
on April 23, 1981, the Director of Oregon's Department of Taxation 
reported that collections for 1980 were $3.7 million, at a cost of less 
th^n $300,000. > 

We believe effective arrangements for using IRS offset to collect 
nqptax debts could be worked out on the basis of interagency 
, agreements between IRS and the Federal agencies wishing to refer 
debts for offset, with the Attorney General having a consultation 
role, in thfc development of such agreements. 

Our support of the IRS offset should not be interpreted as a rec- 
ommendation that IRS become a debt collection "clearinghouse." 
Debt collection is the primary responsibility of each Federal 
agency, and it is incumbent on top management to establish debt 
collection as a, priority and insure that the initiatives underway 
and planned are successfully implemented. 

This concludes my brief remarks, Mr. Chairman. We would be 
happy to respond to any questions that you have. 

[The prepared statement of John F. Simonette follows:] 
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Mr. Chairman and members of the Subcommittee, thank y< ^| f P r 
the opportunity tp appear before you to discuss offse£ of 
delnguent debts* against Federal tax refunds djue to debtors.- 
-Before discussing the.offset issu^ I would like to ifcesentthe 
Subcommittee with some background information on the magnitude 

of debts owed the Federal Government and the. efforts underway to, 

*• •* . ft. . - 

... s^ititr' this growth. " 

*■ , . * * 

Debts owed the Government axjt enormous and growing each 
yearf with billions of 'dollars delinquent, federal agencies 
reported that, at the start of fiscal .^982, receivables 'due from 
U.S. citizens and. organizations exceeded $*>80 billion, -over $33 
billion of which wa* delinquent. By the end of fWeal 1982, 
these amounts had further increased to approximately $200 
billion and $38 billion, respectively, with nontax delinquencies 
tota!l/ng about $14 billion.^ * - 

To stem the continued growth in these numbers, the Congress 
and GAO have long called for strengthened debt collection^ We 
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■ have reported that the Government was not doing an effective 

job. of accounting for and collecting its debts. Recognizing the 

need lorimproved financial management , the' administration made 
i 

debt collection a management priority. 

i ■ 

ADMINISTRATION'S EFFORTS TO 

IMPROVE DEBT COLLECTION * * yi 

in response to irr work and to congressional interest in 
improved Government debt collection! the Debt Collection Project 
was established in August 1979 within the Office of Management - 
and Budget (OMB) for the purpose of identifying and recommencing 
solutions to Government-wide problems which impede agency 
collection efforts. The Debt Collection Project, which was made' 
up of private and public sector representatives, reviewed 
Federal agencies' debt collection. policies 'and procedures. The 
programs reviewed in these agencies accounted for 95! percent of 
the debt owed the Government, in January 1981, the Project 
issued its ."Report on Strengthening Federal "Credit Management" 

which included a series of recommendations for strengtheing 

^ ,-V:V • * . ' 

credit majjagement and debt collection. 

Recognising the need; for improved financial management, the 
administrations made debt collection a. management priority. In 
an April 23, 1981, memorandum, tfce- President directed tt)e heads 
of executive, branch agencies and departments to develop and 
implement an aggressive debt colletion program. by: 

—Designating an official with responsibility ^and authority 
for debt collection. Twenty-four majl>r departments and ' 
agencies have designated such an official. 
—Reviewing current debt collection issues and preparing • 
action plans for improv^debt collection, to be approved 
by OMB. 



— Submitting periodic progress reports to OMB on the status 
o*f planned actions. y % ■ 

OMB is responsible for monitoring agency 'efforts to comply 
with the President's directive and for providing a focal point 
in the debt collection area. * m t , 

PAS&fcE OF TfaE DEBT COLLECTION ACT OF 1982 

^JLt\ addition to ejstablishjjlc^ the policies governing £he debt 
collection initiative and overseeing agency corrective actions, 
OMB; served as ,the adi|fcf£taation ' s f ocA'JpoTnt;..fqr the Debt 
Collection Act *jf 1.96 2?^Sn April 23, 1981, 'the Director of OMB, 
in testimony before the Senate Committee on , Governmental ^ 

r v - 

Affairs, proposed comprehensive legislation to eliminate certain 

disincentives - in the Government's debt collection process; to 

make available essential collection tools and techn^itjpes 

commonly used in the private sector^ and to provide; fov^O' 

1 ~ ' * . . . ' ." 

increased efficiency and effectiveness in, the way^he Government 

' r • ■ . J- ^ ^ ^ 
grants credit and services and collets ~its* receivables. OMB 

worked closely with the Congressman^ "oW October 25, 1982, the 

President -signed into law the Debt Collection Actyof 1962. 

Among other things, -the act t * 

— allows agencies to disclose -information about an 

individual's debt to credit bureaus except /when a debt 

arises under IRS or SSA regulations; 

— authorizes agencies to collect overdue payments from 

Federal "employees through, djjfauctions froi.i their 

paychecks; j\ 

— permits agencies to disclose to debt collection 

'x . "... • ' 

contractors current addresses of individuals owing m^ffey 
to. the Government; 



. • 0 



r, . ■ 




— authorizes the IftS to disclose to a requesting agency 



whether ar 
/tax account; 



an applicant for a federal* loata- has a delinquent * 

k ■ " ' -7 

jnt; 

— provides a 1 0~ye^r^ period for agencies to coll;e6^debts i 

by administrative offset; 
— requires agencies to cKarge a minimum, rate of interest, 
as well as penalties and administrative Charges on ( . 
deliquent nontax debts unless otherwise provide^ for\in 
contract ^statute, or agency regulations.; and 
* — authorizes agencies to contract for debt collection 
services.. 

- Implementation of the act.'will undoubtedly increase «- j. _ (* 
collections by giving Federal/ agencies tools already widely used « 

in the private v .sectbr . : ■ " ' J 

■ ■ / ■ , % ' 

OFFSET OF FEDERAL j?AX' REFUNDS ' . 

: \ T^T ■ <r $ - ; * s' 

Although significant accomplishments havejbeen made in the 

debt collection areta, continued emphasis is Reeded* to % reduce the 

increase 'in delinquent debts pwed the Federal^Gouernment. T One 

means available is the use of offset of delinquent debts -against 

Federal -tax refunds 0ue to debtors. , ^ 

\j Federal tax refunds are routinely rrtade t6 many individuals 

who have no,t paid debts owed theAsovernment* In e March 1979, we\' 

reported to the Congress that of a sample of 613 terminated 

debts totaling $431 ,000, tff*i£o $153/000, or 36'ptercent, could .) 

have b£en collected over\a 2-year period by reducing the 

debtors' tax refunds., We recommended that, on a test basis, 

delinquent nontax receivables be collected by reducing future,^ 

income tax refunds due the debtors. Su£h orftfet would be made 
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6nly after procedures to protect the debtor's rights to due 
, ^process had o*een instituted. To protect the debtpr's rights to 

• due< process the agency referring a debt for of fset. would be 
required to , ''■ 

— establish the debts -validity « by giving" the debtor ample 
. opportunity to dispute the Government's' claim, 

V —rnotify the debtor that the receivable .was be£ng 
transferred Co.vIRS-for collection, 
— give the debtor an oppor^urxij^%o request a hearing on 
f .-. the offset F *and ».">:, 

V*notify the debtor when the debt was collected, by offset, 

IRS expressed reservations) about the desirability and 

■ ; ■ . 
practicality of such a' prog fan/ when balanced against .the/- value 

* j „ . r. ■ ■ * - < j 

0f w concentrating IRS resaurce/s and expertise on the 
. administration of tax laws as well as the potential' negative 
* effect 'oh the' taxpayer withholding^system. A proposal in Ihe 

fiscal 1$80 IRS appropriations "bill to fund 30 positions'f or A 

such a tesNt' was not adopted. . ' ^ ^ 

f Several members of Congress, however? were* interested in 

pursuing legislation on this point. In response to a request 

J * from the Chairman of the. Legislative Appropriations 

£v£>commi ttee, Serfate Committee on Appropriations, we reported in 
^ w : *v • • ■ ' ... ■ 

1980, tfiat^ ill 1979 alooe, the State of Oregon was Jabie^to- 

t £y offset, from taV refunds over $2.4 million in ' 

nquents^ae^ts at a>cost of about .$200, 000, Vjfhile^ at tlta same 

tsime 1 , establishing strict controls to ensure that debtor's 

' -A ■ ■ \ • ' - 

rights to due process* are protected and that tax refunds are hot 
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arbitrarily offset. Jbi/testimony beware the Senate •Governmental 

* . 

Affairs Committee on April 23, 1981, 'CTfe Director of Oregon's, 
Department of Taxation reported that collections for 1980 were 4 

$3.7 million at a co*st of less than $300,000. In supporting 

'J 

this type of offset we wish to emphasize that the necessaryV 
safeguards to' protect debtors against arbitary offset actions 
can arid must' be instituted, and the offset procedures should be 
thoroughly tested prior to full implementation. 

We believe effective arrangements for using IRS offset to 
collect nontax debts could be worked out on the basis of * 
interagency agreements' between irs and the Federal agencies 
wishing jbd refer- debts ffar offcsety with the Attorney General l : 
having a consultation vdlje in the development of such 
agreements. This would clearly 1 mandate IRS "to. follow through, 
with an' offset program to the extent' appropriate procedures 
could be worked out. The interagency agreement would provide t a 
mechanism for "resolving due' process and other .procedural 
issues. We anticipate'" that the .Attprney Genera,! could 
contribute to resolving differences^ should the referring "ageticV 
and IRS "be unable to agree on procedures. ^ . 

• We are aware that the AFDC program provides £or the 
Collection of del inquent child r support' payments through use of 
IRS offset. As with any new program , .certain problems are going 
to occur and" must be resolved in order -for it to operatflStolfen 
effective, efficient, and economical manner. Although Wj^pDC 
program is for the collection of non-government deb^s, we 
believe the lessons learned and problems encountered should be 



7 



-■ 82 



carefully considered tr^ developing; an^e^uet program for the. 
collection of debts owed the Federal Government. 

Our support of the I$S .gffset should nqjt ; be interpreted as' 

*J *' 

a recommendation that IRS^ecordb a debt collection • 
"clearinghouse"". Debt collection is the primary responsibility 
of each Federal agency. It is incumbent upon top management _to_ 

establish debt collection/as- a priority and ensure that the 

if » ■ • 

initiatives underway and planned are successfuWX implemented. 

, & 'm ■ * 

This concludes my statement. I will be happy £6 answer any 
questtfps you or other members, may have. 

Senator Grassley. I kn6w that jour office has traditionally been 
concerned" with the erosion of taxpayers' compliance with our reve- 
nue lqNvs. Do you have ahy concern that the 1 refund offsets and debt 
referral to the IRS will undermine compliance? I know you are- 0 * 
aware of the testimony from the Treasury Department on this 
point. ^* 

Mr. Simonette. Yes, sir. We certainly appreciate the potential 
for such an adverse (effect. This point was also raised in 1979 by 
IRS when we asked them to comment on our report to the Con- 
gress. 

What we are advocating and wfyat IRS offset wpuld do is to offset 
tax refunds for a select group of people who have not paid their 
debts owed the Federal Government affect. We d(£ not envision the 
IRS*offset would affect the general taxpayer. In other words, there 
are people who for one reason oV another have chosen not tp pay 
undisputed debts owed to the Government, and the use of IRS 
offset is a viable way to collect at least some of that money. 

We. are not talking about affecting the general taxpayer. We 
have not seeivany evidence, and the IRS appropriately pointed to 
this today, there is no evidence to indicate the impact — if any — 
that IRS offset would have upon the voluntary- tax compliance pro- 
gram. We understand that IRS is preparing a study mat rtiay have 
some information to that effect. $ V , 

Senator GRAss'LEY^ ijVel l, considering that pjrtfential ^tudy, I guess 
I would still ask— anNkis question comes but >of^ {he frustration 
that I feel because we carr% quantify the potential danger to volun- 
tary compliance — whether or not your organisation might be work- 
ing, for ways to measure whether or not^th'ese iflitiafcives would 
affect voluntary compliance. 

I know the IRS, that would be their 'main concern; but as yey^f 
have worked on these theories, is there any way that* they .can b6? 
quantified? * f " 

Rfo. Simonette. To my knowledge, Mr. Chairman, there would be 
juravay that the possible impact could be quantified at this point, 
'Since there has not been extensive use of the offset program tonc^lr 
leet Federal debts. 




- •->'" W i* * ... 
^ v What needs to|be dpjge is to i^pleweni^ih^ program as we rec- 
' Vommended in' our 1971) rejgfcrt^^ie prograiin shoqld be implement 

on a test basis-^tq determine frow it could b§0fybe forked out on a 
governmentwlde Basis. Also a test program woulcL;help identify 
major problems and hopefully any quantification iJf^hose, includ- 
ing t^e effect it might have, on the withholding ^^tem. 
^ The program for child support payments is?f$j$ only large effort 
6 * that has been done so far using IRS offse^ We aVe in a situation 
where we lack the evidence, needed to iriake such a determination. 
- Senator Grassley. OK. . * 

Mr. Simonette. We .have been advised^ at least in the case of 
Oregon, that they have not experienced any significant effect on 
the withholding system. They have been using the offset proglram, 
since the early 1970's. 

Mr. Smith. As Senator Percy pointed out, 17 pther States are 
now offsetting tax refunds and have not experienced any effect on 
the withholdingv.system. 

Senator ^Grassley. In the case of Or^gpn, -do you know whether 
tjiat statement is based on a perception that some tax aclministra- 
or might have? Or is it based On some,scientific analysis? 
Mr. SnjJONErrE. I am not sur$? do you^knowi^Darby? 
Mr. Smith. As Mr. Simonette pointed out, in the hearing;that 
was held by Senator Perqv In April'1981, the representatives of the 
State of Oregon, stated^ fnat there was np* adverse effect. I do not 
kndfythe basis for his statement. 

Senator GrXssley. You kn6w, I am aware that in the past sever- 
al years the Gen* $1 Accounting.,0'ffice has been critical of hfow 
IRS might divide up their resdlirces to accomplish some if its re- 
sponsibilities. # : 

£5ince the provisions of the legislation before us 1 require the IRS 
to use scarce resources for fusions otlj^tthan their main piirpose 
which is tax collection, from your standpoint and froiffityour analy- 
sis of the IRS's; past* allocation of resources, do you feel that they 
would be using their resources in a cost-efficient way if they were 
compelled to pursue these responsibilities in yet more comprehen- 
sive ways than required uater existing law has? 

- Mr. -Simonette. We believe* that this would be an effective use of 
^RS resources. However, there may be a need for additional funds 

for additional positions, for computer programing and other proce- 
dures that may have to be implemented. \§g d<Tnothave a precise 
figure at this time, but as was pointed out earlier, #ie 1980 appro- 
priations bill did provide for 30 positions.. * ' « ■ ■ * 

Wejcontinue to bejieve that even if IRt5 would require additional 
positions and additional funds to carry an offset program out, that 
we think, given proper implementation, that this would be a cost- 
effective approach, and that a substantial ahiount of money could 
be collected. L 

Senator Grassley. OK/1 appreciate that very much, and I'm 
sure the IRS will even appreciate it mpre. . * ti 

We appreciate your testirtiohy, and Hook forward to our continu- 
ing to work with you as we-decide what to do in this area; t 
f Mr. Simonette. Thani^u7^M%MI!hairman. 

Senator GRAssLEY/rhant yoa Both very much. 
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• Our next witnesses a panel of three: Dan Copeland,"%bnnie 
Becker, -and John Abbott. I would ask thos&fthree to come at this 
time, and I would like to introduce Joh& ; $\bbott # a person testify* 
ing for the National Reciprocal Family Support Enforcement Asso- 
ciation, currently director -tf$te<)ftite *of Recovery Services for the 
-University of-Utah. , VtEl.f'*-* *-4 . ■ « . - 

And «of cotirse I would like say thalf th^Itah program is na- 
tionally recognized for their high , rate of r^^k-y in ADC collec- 
■ tions. V' ■ ^^P' 

Dan Copeland is testify^g for the National Council of Child Sup- 
port Enforcement Administrators, of which he is currently the 
president. He is a member of the executive board of this associ- 
ation, and he has served with the Department of Revenue for the 
State of; Alaska. , 

Bonnie .Becker is testifying as the director of the X)fficetf>f Chitil' 
. Support Enforcement ^for the State #P Minnesota. She lias been 
wi£& that enforcgtfjtefct agency since its crfeation in 1976, ^»d prior , 
to that Sl>e spent 5. years With tHe Hennepin County Child Support 
Enforcement Office. * . -v J 

Lwould ask you to proceed in the way I introduced $*u* 

STATEMENT OF JOHN P. ABBOTT, PRESIDENT-ELECT^ 
RECIPROCAL FAMILY SUPPORT ENFORCEMENT ASSOCIATION, 
DES MOINES, IOWA • ' 

Mr? Abbott. Thank you, Mr. Chairman. It is indeed an honor „ 
appear before this subcommittee today to address some of the 
issues surrounding the Federal tax refund offset program. 

As you mentioned, I am John Abbott. I am the director of the 
office of recovery services for the State of Utah, and ateo president- 
elect of thg -Rational Reciprocal Family Support Enforcement Asso- . ' 
ciation. t , ' * -* ' • 

As you may know, the NRFSEA organization is thf largest #a>% 
tional forum for child-support practitioners, and we have just con- 
cluded our annual meeting in St. Louis, Mo. During tHte c^rjse of 
our deliberaUmMjUie IRS ' intercept program $as\extensivef£ dis- 
cussed n andU >^B?e reporting 'to you;, on some of the'rpsuks of 
those discuss]ar^M w*eir as the position of the State of Utah re-* 
garding the ta^BB^ept program. ... * 

First, howe^^RifiAd^ like to briefly; address .the scope of the** 
✓problem. As <^u rrx$Pfcnowvrnore <ihari 15 million chilflrenvare 
living in families where the f B^er is absent. Closcjto cpe-tffird of 
those are, living in ^K)verty.^adre .than half of tm* families who* 
should refeeiye^courtrorder^^rnild* support do not receive full pay^^or 
ment; thus, depriving children of- biHions of dollars in support 
money ow&l , each ypar. ' * " <c . « 

In many of these casfe; the unfortunafi^chuc^n *rfre left without 
the necessities of life. It is a shocking fact that over half of all 
women who receive cjtiild support. receive less Shkn they are enti- 
tled ta. In factJ8 percent of thes^ women andgj tfe ir children^re- , >. 
ceive no payments whatsoever. p> *' 
y tfThe children in this country are^ in fact t)w^ <)ver^4 billion an- 
nifHLly from delinquent parents, ffhis situation is clearly unaccept- 
able. The IRSPrefqnd^ffset program, how^foi, has made significant 




inroads <)v^ the last 2, years to at lea'fet rrmtga dent in this prob- y 

' you have already heard testimony frortiW^Missioner Egger and - \, 
^Mr. Schut?man about the. success of the H p|{Ofe:^m l over the first 2 J 
'years, so I won't elaborate ort that. However, clearly, with almost . ' 
$»j(UJ millioa brought 4 into State and Federal Coffers as the result of,\S> 
t^e mtercept.'pr9grini, we believe the success speaks for itself. % -jfc 

Obviousl^ffter^:#ave been problems, but in our view they are to .j* 
be expected "with" a program of this magnitude, which at this' point 
in time has affected over 600,000 taxpayers* who- have basicaUyy 
failed to live up to their cnifd-support obligations. V . * 

The impact on the Internal Revenue Service system has alsolffo ■ 
doubt been significant, As" ComrnissionerT^Egger has pointed out. \ 
However, the IRS haS tjeeri reimbursed at the rate of-$17\per offset 
during the first "ye&r flritf $11 per offset "during the second y£a r - 
These sums of .money #bta v ined hopefujly have reimbursed the^RS 
for the costs.of providingjjtftis service.* 

We do appreciate the'IKS's cooperation arid their willingness to 
work with the States and;the Office of Child Support Enforcement 
at the Federal level to mak$ tl^e program the success it has been 43 

date. • ' ■ ,i - " • * " 

From an individual State point of view, \ would liKe to point out 
that Utah has been able to collect, thrbygh-"the IRS intercept pro- 
gram, almost $6-milli(» in'.tha past 2.yoars—and that's a relatively 
small State. Without the IRS, program, most of this money would 



haye*gone uncollected, and th^State ajafl Federal Government - - 
would have been ieft without the reimburjSfhent for that portion^of 
tfie AFDG^Tnoney that: was paid out. ' " v . AT _~ 

I would further, point out That 87 percent of the/reason for AFDC - 
eligibility in. the first placets the lack of or the inadequate pay- 
ment of phild support.- 

We appreciate the success of theprogratri and the increased col-, 
lections tha&have been made; however, we believe that the ^ro- " " 
gram shoulcTbe conisdered for future expansion in several -areas: , 
First, there are <:uiren^yl!5\nfeBion non-AFDC cases $ervicedby 
th& title IV-D prograrri'; Tfie Majority of ' these individuals ajfe , 
mothers with Children living barely above the APDC grant^eWl. 
Many States^iave made it a priority to service this Caseload, to pre- 
vent these Individuals from falling dependent «pon^FJ)G assist- ? 
ance. Diie to the resounding success of the AFDC offse£: program, • 
we^wowld urge this committee to fully consider expaMfing this 
service to include the non-AFDC caseload. This could be done quite 
easily on non-AFDC cases where the. arrearage has been reduced to ^ 
a r judgment or a central registry record is available to document 
the lack of payrnent. * * N ^ » t V 

We certainly 'do not want to get into a situation where we are 
intercepting tax refunds when the child-support debt is turrent. 
Therefore, we recommend that only cases meeting the above crite- 
ria fie accepted tor the offset. • * • ' v 

Ve do have some procedural concerns with the 1040-X refund 
p^cess where -^he obligees present wife can amend thetax return - 
using the 1040-X process for up to 3 years and go bacl^Mid obtain . m 
her share of the tax refund. If the tax refund has already been forr . 
warded \) the, obligee, any adjustment definitely will create some 



86 _ 



4$ 



problems. However; in spite. of -tw.. difficulty, we urge the commit- 
tee to recojjjfcie that the receipt of child support through this 
system is ofteffthe difference, for non-AFDC ^families, of AFDC de- 
pendence or financial independence. 

We would further encourage the committee to inclyde in their 
'.offi&t provisions morieys owed to the^tat^^and Federal Govern- 
ment frbrti individualVfound guill$$pf welferfc fraud. We belike 
this should include AFDC, medicdtrf, fend- fopd stamp related fraud.. 
Again, the amounts owed should be redacted to a judgment by the 
courjts before the ©ffeet couid^occur. . V* l rs 
. I would licke*;ta poiht pqt.that^p Utah we have had a State tax 
, intercept w progt&Tn.. i jbr 6 yeaffe We found this program to be ex- 
tremely Bifccessful.' vfe r$ve, inr fact, used collect child support/ 
for non-AFQC^C&ses as well, as welfare frat$l casec^ We woula^n- 
courage the cbmm^ttee to expanfl the IRS offset* to include these 
kinds of activities. . ' * • » ■ * ^ 

Additionally, expanded enforcement through the 6305 process 
should" be seriously considered by ifte committee; and wfe wo'taUi ^ 
urge you to loolt into expanding the access £nd stro^mjining' the - 
procedures Cor this program. ^ . * f $ 

We should also, I believe, eliminate this as a lasf resort measure. 
We believe that the* regional^foffices of the office 6f child support; 
enforcement could Ibe responsible for central, monitoring .to elimi- 
nate duplications of effort. ■ ' ' ■£ , ^ 
We believe that the use of this process, u in combination^, with 6n- 
going State enforcement remedies should be permissive. * 

In summary, Mr.^hojrnian, wejbelieve thSt the IRS tax offset 
program h&s been^a trem^ddus su'ccesk and should be further ex- 
panded to help address the needs' of non- AFDC families and other 
areas where a puhlic debt is o\^ed. The bottom line, as Senator 
Percy has so eloquently pointed out this morning, is the molding of * ^ 
^an ethic which makes individuals responsible for their actions and \ 
p obligations, be it welfare iraad, child support, or other governhien^,^ 
1 debts that are owed. J, ' •> - • 4 

I thank you for tj^is opportunity to testify. * ' 

[The prepared'stateme^t of John I* Abbott follows:] 
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Mr. Chairman, 1t 1s an honor to appear before this Subconw1ttee,.,tp(liy' to 
• addre^fc some^ of the< Issues surrounding the federal Income tax refund 
offset .program. I am John P. Abbott, Director of .the^bfflce of Recovery 
Services for the State of Utah and also Presl dent-el ect.?of, the National 
Reciprocal Family Support J|fttDrcemerrt\Assoc1atlfon. NRFSEA 1s the largest, 
national forum for child support praitl^lpfle^j^d'we hiwe just concluded 
our annua.l meeting 1n St. Lp>a1s, Missouri During {he^ course of ,ou$ 

■ ...... . % v '. , I '• 

deliberations, the IRS Intercept program)was extensively discussed and »I 
w1.]l>Jbe reporting to you on the results of those jd1scus»s1onsj as well as 
the*p6s>t1on of 'the State of Utah regarding the ta# Intercept program. r 

FiVs.t/^h^^v^, I would like to briefly . address^ the scope of the 



fly . address^ the scope of 
ml T 1 1 p n : ch 11 drwr a i re ; 1 1 vl r 



protylem. Afc^ou may know, g$re tttartatf m1T51pn xh1l drtrr' naire living 1n 



fanfrtes where the father 1s absent. ^C.lo^e to offie-thtrd of those aqej 
living 1n poverty. More than haJf of "the families^ whto shou]#fr receive'' 



support do -Jidt recel ve 

on 



full pa|me^, ;> thus de^ fc y1 4 ng 
of do]Jar$ 1a suppb,rt**a£iu^£an^ ,I«i many 'of -these 
the unfortunate, children- are .left without!' the necessities- of 
life.- It 1s a ^shocki^ig fact" that, over half of. all women who receive 




<f!ild support receive less than they^are entitled to. In fact, <2S% of • ^ 
, these womefr and their children receive no payments whatsoever. Thj 
children In this country «re, in fact, currently owed over $4 billion 
from ,de>4^guent parents. This situation 1 s^cl early unacceptable. • The 
IRS refund off 
1 ast two years to at^ 



t program, however<^has made significant Inroads over""th6 
ast make/»a dent in the arrearages owed /on the AFDC 
Cases throughout the couhtry. \ In the first year of the proj^amT^SiOOO 
cases were processed, ^icy y1 el <|ed $1^9 million 1n collections. 'During 
the second year of the prdg^; which 1s the year we -are now^»1n, $1 70 
million has beW^ollectefl £hus fa r. j> Cl early, with almost $340 mfllion 
brought tyto the stateyand federal coffers as a result of the Intercept 
progra'm, i ts suc&is speaks for 1 tself . Obviously* there have been 



problems, but&VIn our view, tHey we 



ere to be exp 

I v- f 

irit 1 1n time|si 



this magnitude affecting at this po w , 

have failed to ifive up'to their child support ob\l g^^f on. 



expected wltl^ a program af„ 
Home ^0,000 ta>cfl9ters who 



The impact . Srr th^ Internal Revenue Selrvlje system has no doubt;.<b;een^Nj : 

)l^and $1V 



ficant. 



However,* it should ■ tje^pointed^ out that IRS has-^e/j?^ 



reimbursed at the rate of J47 per offr 
per ' offset t^e^seqond year. „ The 



\ 



the offset fees", in . ouy opinion., have* adeql 
cojts of providi/jg ( #m servite. ' We. doVii^te 

Service 1 s^%boperati^r\* and willingness to work wi tft r 't he s ta t 6s^ a nd the 
.Office of Child Support. Enforcement 1h ^making- this program the success/ltt 
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Utah has .been at^le to collect, 
j^g^aftij^^^st^/S^ i^J ipn^l n^^the past two 



. uncollected an 
wlthdut reimbursement fa/ 



he ' s ^^^^^^^'^ 1 ^* r *^^ 
ment ^ 5^^^^^.^ °f- dta" itione/^^t' Ws | 



out. ^JJ°>^* 1 l£**35> ( boirtljiT^t "that 87^ of the 
eligibility Is ythe la^c^/oPgr inadequacy of\fh11d 



While we appreciate the sUcce/s of the program, ^and the Increased 
collections that have.rbeen made,^we believe that the program should be 
considered for future expansion In several areas. 



First, There are currently 1.5 million Non-AFDC cases serviced by the 
Title IV-D program. The majority of ^these Individuals are mothers with 
children living barety above the AFDC gr flnt level. Many states have made 
it a priority to service .th^S case load to prevent these Individuals from 
fal Una dependent upsn AFDC assistance. Due to the res*qUfl^ing success of 
the AFDC .offset program, we would urge this , Comml ttee to consider 



thf 



Non-AFDC case load. 



could be 



ex P;^jJ#j|& the service to trfclu<J 

done qufite easily, on those Non-AFDC cases where the arrearage has been 
reduced to a judgment or a; ; central registry record was available to 
document the lack of payment. , We, ofertai nly do not .want to get into .a 
positlo^ where v<e are 'intercepting Tax refunds when the child support 
debt is current. Therefore, we : recommend that on Vf* cases nfeetlng* the 
above jCrl£er1a be*accepted fop offset. We do have procedural concerns 
with the *1040X process'. The^bTlgee's present wife can amend ^he tax 
returp using the 1040X process for up to three years to qbta1"n^her shared 



ofjthe'tax return. If the tax refund has already beefi forwarded to the 
|; : abl fgee, any adjustment woul^ definitely, create a problem'. In spite of 
difficulty, we urge the Committee to recognize that thp receipt of 
child' support through this, system, 1s o'f ten the dlffer^ffce for Non-AFDC 
^families of AFDC dependence or financial Independence. 



> - 



We would further encourage the Committee to Include 1n their offset 
provisions monies owed to trie state and federal government from 
Individuals found gulltyyOT welfare - fraud. WV believe this should 
include AFDC, Medicaid, afrid Food Stamp related fraud. .Again, the amounts 
owed should be reduced tova^ judgment before the offset could occur. * 

7 

I would like to point out that 1n Utah, we have had a state tax [Intercept 
program for six years. We have found this program ^p, be extremely 
successful. /We have, 1n fact, used 1t to collect child support for 
Non-AFDC cases as well as welfare fraud cases. We would encourage the 
Committee, to expand 1 the IRS offset to Include these- activities. 
Additionally, expanded enforcement through the 6305 process shoilld be 
m seriously considered by this Committee. We would urge* the Committee to: 
access and streefmtHne proceotr 



Expand access and streamline procedures, for IRS*6305 process. 

A. ^ 



p imina^e 1 as^-r£sort restriction. 



"3> 



offices w^ll be ^resp^sibta for central 




JMLion ? 
monitonTgjjSl^ repocjtm of thosVs^ol lecfyons to avoid 
dupli^atiojlf of effort.^ ^ / 

Permit^e u|e^^^|p1s p?&^^1n^ co^lb^^lon p$ti ongoing 
te ea^a^^^^ rii^&ies. A ^ 



we believe ".that 



be* 



^^^G'^tSx^ojjset program ha$ 

1 tremendous^ucce^r-ancHs 

needs vf Non-AFDC families and other areas£W*e£e a, public debt 1s Sw'ed. 

' u* . - « i ■ i- - . 

The bottom line is the molding of an ethic which makes Individuals 

% i ' „ 5 . - I 

v. . rtfsponslb^V^for their action^ and obligations* be It jwfelfare fraud or 
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Senator UkassUy. $efore we go on, I would likotp have you cla£ 
ify a point for me. I missed k, Jbut later on you saic£you referred to 
'aboVfe criteria' in which- this procedure would be lnstituted. What 
are those criteria? 
Mf. Abbott. OK. J 
Those criteria were th#Vfact that the non-AFDC program should 
be included in the offset process/ But in order to Safeguard that 



process, the amounts owed should be reduced to a ju 
through a court order or an administrative order. 

Second, as another option, they should be a part 
istry file where that information on the amout ' 
could be documented, so tha\Ve woutdf- have as! 
were certifying to^andttbJit there would be no 
fact that.thechiw suppoftwftH not been paid. » ■■ - 

Senator GEasskpy, In the : legislation thpt I haVe spdfrsored, we 
ito that central registry, greater resources. 
And we are certainly 'an$itfjjjfe tp see th^tt 




tent, either 

\ reg- 
'Ifearage 
that we 
about the 



would put resou 

Mr. Abbo 1 
legislation pro 

Senator GrXi 

STATEMENT 6 
CIL OF STATE 




Copeland? 



*/ 



JO?ELAND, Pg&HbENT^ NATIONAL COUN- 
D SUPPORT EN/ORCEMENT ADMtNIgTRA- 



TORS, ANCHORAGE - ALASKA 

Mr. CoVeland. Th : aflt you. Good morning. " Jfc * ■ ' ' 

\ am Dan Copeland, ^ajesident of the National Council of the 
vtate Child Support Enforcement Administrators. I also serve as 
the director of the%la§ka State Child Support Enforcement 
, Agency. Our national council includes the opafetional head^of-e^ch 
( State child support agency/ . • 

The council is committed to the Drinciple that all Enforcement 
tools should be* available equally to Wl child ysupport cases, "^hia. 
should include AFDC knd non-AFDC oriinstate Vnd interstate case- 
work. Jt is imperative that all absent parents recognize that all col- 
lection methods will apply tortheir own individual obligation to pay " 
* without regard to the ^ponomic st&tife or locati5n of the custodial 

^parent witfi their child. r* . % ■ 

\ Vi^ a 5i °^ the t ills " no ^ v fa^S Congress include a ptirpo^ state- 
r il^r iat woul( * inip^ this type of uitiversarapproach. THe offset i 
■ ° f *1 reft * ndsf A r aU cases rather than just the AFDC situations 
woifldvbe one'of^thp most tangible statements made^in this regard. 
- Inopen^gjfcrh^ 

if musPbe reepgni^efl that this has.th<?gfotentialTor greatly ex- 
panding the number of custodia\j)arfentpW will ucant Ur'use the % 
chiW-suppcift system. Many custodial* parents thakhav6^iven^up< 
any thQughYof ever receiving *fny child support winnow see this 
process as orf^Jast hope. It is important thai -we. make 'sure that 
h^rrrhppes are^Wit lost: ^ »V 
ttantial barrie rs stanjl in^e way of ailm ' 



*ver, many : v . :: _ ~ . . r ... .... ^ 

. „ process ttfWoTk to its iullesrexTent. : The first and 

^G c 5^ a ^£i^ th f ras^jprrfgrarn^intent. While cbjld stopjpkrt 

ition 

. . - . . - — «».«- w fcal pplitip 

jurisdictions need assurancesvihat child stfpport servic&s\£nd,not 
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governmental' AFDC reimbursement lH tnel program objective. JJhis 
very basic message, tfiat child support is to. be viewed a$ a . service 
\o the public, will take time to be accepted, Acceptance of this wil 
have a substantialimpact on how the State* and lofcal jurisdictions^ 
implement the. process of • offsetting IRS refunds for non-AFDQ 
casefe/ Once the basic program intends established nationwide, 
^ down through each county^and local child sbpport opwatft* 

* offset process will become one of the most effective tows 
^ The success of the,AFDC JRS offset refund process is one~ 

driving factors in the ptish to Expand the program to include the 
non-AFDC caseload. During fiscal year 1982, better than [547,000 
AFDC arrearage cases were submitted to IES^arid 260,00(>, or 48 
percent, of these cases produced am actua&^a^T^response. In this 
first year of Operation, over $160 million w§s collected arid distrib- 
uted to the State and Federal Government/ Tfi^ figures are indica- 
tors of success, but. a^more important fact is many cases that, 
had proved. to *be totally uncollectable in the p^t now produced 
amazing results. " ^ 
* In many instances theprpcess of offsetting the refunds is de,-.. 
clared to bete simple aHcHHexpensive promts.' When compared -to 
some of the routine child support problems, thfc may be frjfe, but 
in actual facj! there is *a considerable effort involved. The States, 
cOuntfies and Federal governments all gb^fchr^gh a 'notice process, 
s whidtt insures.due process prior to attachment. Once the notice is 
sent out olf affej^be cases, a great number of the absent parents 
then cpnta§^|m'^ppropHate agency at the §>tafce and local l$vel >r 
v v ; #nd the first attempt is foade to work out a*jbyiraSnt arrangement., 
■ t-The phone>>calIs and office contacts cbrttiit^e if create extensive- 
workload requirements at the local d^^s/^tfWrally, this process 
will find some cases where the arrearages- were incorrect, and ad- 
justments are required. These adjustments afe/made timely and 
witKout serious pcpblems in most cases. / 

During June yf 19^2 the Federal Office of Child Support Enforce- 
ment conducted a review of selected State 1981 IRS submissions: 
These reviews wefe instrumental in refining J;he process with qualt 
,ity assurance' mechanises/ additmft^l pre-offset notices, /and 



quicker deletions or release processesT^ll mdicatiens are that tto 
operations for the next.vieprs #ill be even more effectives 

One of the frr§t (fue^ous that often develops when the IRS proc- 
ess for)nori-AFDC oasj* is^veloped is whether or not the process 
vtfir%^rk in the ^tTplace^This- question /is ^^J^cause there 
Fa're numerous probLjmsf associated p wjtH the^ion-AFDQcaseload 
^iat:are not Jcommoiptcdthe^AFDC caseload, Doing the ^KS offiset, r v 
process on the jnori-AFD© caseload forces people recognK^hes% ^ 
difficult situations on a large nMmbery3rf4fi||s. However, it is irrir - 
port ant to recognize that each -of these problems is a p«t tf* every 
enforcement action»on eacir individual /asiun that non-)fFDC area. 

Far exarappleAin every irwfcance^^e v is^ways thjg^po^ibiiUty 
ttrart the aMfeifit parent has sent the m<Jpey dire^tty to the custotf^l 
parent, ancrthe arrearages as stated'are ihcorreb£ if tb^s is the* sit- 
uation, the-due"pr'ocess re^remen^ a 

£ny\vol^niET3f nan- ^* 
wagefs, qJfeett^n^K*. 



" the febsent*parenlfrwi|J*--no^ 
'ly a routine part of every 
AFDC cases. It is used in 
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State income tax refunds, seizing bank accounts, and will be a re- 
tirement in any IRS offset 1 process. While using the IRS offset 
process for the non-AFDC cases will certainly cause some problems, 
all of these problems are resolvable and the process certainly 
should become law. » 

The real question to be asked is not whether or not a State can 
operate an IRS noii-AFDC intercept process; in actual practice the 
bottom line question is whether or not the States and local oper- 
ations^ave the ability to accept the additional non-AFDC service 

--requirements in all areas that this IRS offset process is going to at- 
tract. £ * " • 

. . Thank you. / 

| The following was provided for the record:] v 

w ^ - 
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Good Murning,l rfrn Don R Copeland,- President of the National Council of State Child 
Support Enforcement Administrators. 1 also serve as the Director of the Alaska Child 
Support Agency. Our National Council includes the operational head of each state child 
support agency. ^ .' j 

" i . * ■ \ 

The Council is committed to the principle*' that nil enforcement tools should be available 
equally to all child support oases. This shbuld include AFOC and non-AFDC or instate and 
interstate casework. It <s imperative that .all Asent parents recognize that all collection 
methods will apply to their own in^ividu 
stati/s or location of the custodial 



Many of the bills now fac 
•? type of universal appruucf 

rAFDC situations .wnuld If 
opening the IKS refund of 
this has the potuKtial for 
iise 'the child~suppo/E- 3y3tern, 




without regard to the economic 



rpose statement that would irgply this, 
[or all -cases rather than fyst the A 
einents- made in this regard. In 
to the npn-AFDC^ojoseload it must be recognized that # 
ding the number^of custodial parents that will want to 
y custodial parents, that have given up any thought of 
receiving child support will see this process as one last hope. It is most important that we- 
make sure their hopes are not lo # st. 

. ; - / . , 

Many substantial barriers stand in the way t pf allowing Ihe IRS refund offset process to work | 
to its fullest extent. The first and most Significant factor is in -the basic program intent. 
While child support and the, ngn-AFDC caseload is currently receiving a lot of au^ntio^ ". 
many of the state and local poetical jurisdictions need assurances that- child supi^ft,servic*o^> 
and not government AFDC reimbursetneot is the program objective. This '$/ery basfe , \ 
"mesvuje, that child support is to be viewed as a service to thVpublic wil^.take tiind to WW\' 
accepted? Acceptance of this will have a substantial impact in how th¥? .state .and loftal", 
jurisdictions implement the process of offsetting IRS refund^ for npn-AFDC cases. OnceUh/e,^- 
basic /program intent is established nationwide oWn through e»eh county and local.^ch^ 
support, operations, the ofjset process wfll become one of the most effective collect igrfff" 

• vni, '' ble > ' , • * : v; . '* \ ; ■ 

The surrpss of the AFOC <K5 offset process is JJne of the driving ; factors *in the *JfeSW",td ' 
'expand theprtj<5ram to include the non-AFDC casejuati. Dyring FY 82, b'ettur than 5*7,000'. 
-AFOC arrearage car-.es were submitted Co IRS and- 2 6 2,0 30. or of {hfr.e cases produced! an 
actual.e^h response. In this first .year of operation avST $1^6^00,000 was pollectedind 
iJistrfUuted tu the state and federal yoveriimentls. Tha figures are indicat®e of suecess^but aj 
more important fact's that man/ of^the car.es that proved to be uncollac^ble infln/tfie past 
now produced amazing results. .y i 

28-099^^yer- '; 
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Jn m«ihy iriitw/«.r$ the prbcirs* of offsetting trie refwnds is declared to L« a simple and 
i.ipKjrtufiive pruCf»s£ Wnen ciirr.pafed to i#e of the routirie_chtld support P«"ob{e*ni this ihay 
be rroe i*ot mfict .th<rre ii c5nsi JV.able effort involved. The state*, couREies *x3 fedtrral 
f f j »r." .•.ntrnts «*U qo through a notice process which insures due process, prior to_ *:^*c*imertt» 
j/h »- he nut ice issent out on atf of _th«_r*H'i;_ a great. rvimOer of the jab^ent j^rents jcontacl 
tr, f. -*-V r, VJ*t* _«»>)t*»cy_ to *ark jkX pjyment ivrangje«T>ent v 7>*e pht*«e calls and pf^ftce 
ifintact continue to create e«tensive workload requirement s at the lucaj operational^ JeveL. 
*-+i\^ra'.lv this retire ^ocess wdi lind sorne caser where the ^ , / ra /*/ r ?_* re fcncor t e ^ t 
j<3<.j3trr.t-rtt are reijuir ed. These adjustments are made timely and without serious problems 
iri most \.\tsei. 

' >'ifcrq 3urw 1982. the f ederal Office of Child Support ~hfarcement co>^'^fe3 a review of 
.»•;- stjjte I <S ^.jLi missions- These reviews <*ere instru*r*r«i?.al »n refn%*nq the 

«_» r _r* s s * i th gu * I i t y a > s j r .* < e _ < nr^n^n j sms, #«> lit « onal _ pre -o f f set not h. es» «*< "»d quic *. ef 
.'i -_• [ 1 1 ins or re lc t ses. _ AJJ i/ id . r *t_i ons_ are t hat t he_ oper ations of the It&Z t a m year re fund 
r .r.n ^s will be iTkjre ef r ic«;-rit than the previous ye*?. 

(V-«- of tr»e first Questions that often develops when looking at the MS offset process for 
ii \t ! >C c-*ses is whether or not it can be done, this question is asked because there are 
•cMiii'.i on ih tens associated with the nor.-ArliC cjfteioad that are r»ot i:om:non to the 
•V \)C i ivru Doing the HS offset process oh the non~A>" LXJ caseload forces people to 
rri-.,.jru>e tric*^ difficult situation* oh I large humiber of -"ises as a groups ticiweier, it is 
i.(.I*.jrr -u( to r-firo^ni/'e th^f. each ^f these problems is i part of every enforcement act ion oh 
i\*.-h .individual non-Af case. n r (*r ejiamplei in every mst .»iiCe there is l-he passibu*ty that 
t;»e_ .*>>r_nt p^rt-nt _h.is sent the .'I^'iey. dirfcjlljf toA^jP_WfSlodiai pvent arni the arre_ara<3es_aa 
«*d J < '«T.»*TJT l J' ilJI* ! * A*_ »f >_the. d 4 * 6 -P/^C^m f *« JM'/ e -cnt s for _*U. fpnt 
jitotert the absent parent with ni^ttce and time to respond. This ^ currently a routine part 
'h' e^fy ^ jency that r.antlies ngo:»-Ar' 1>C rasev ft ft is u*ed *n filu»5 hens attaching wa^es, 
jf's'.'ttrtq st ite refunils, sei/irv; ti-^nk aK*c<xtnfs t atMj will be a require wn* in H ny WS offset 
pro. '"iv »Vhiie ustiig the lf<S uffset process fur the non-A>'lx: r*s«<n will r » ert**n 
^r..ri! cT.r» f .^II of t^.^'-r prj^lcfns are re^jivubie ^nd the process shuuid bcco "« Ia*. 



The rr*;*l qur-stiiin to be asWed is not whether or rvif a state cbuJd operaJe a_non-Aj- 1J)C WS 
iiffh^t |iri>iir-*m. in *i't_uat pra»^_tice the attorn liije quest ion is wr.iether or not the states, and 
! i.^i! .» 4 .iT <f iijn 'S u**r the Vjiiity to ^< ci-pt thw .-tddif i.xial i»ki • Ai-'lXT ',T?rv^e r<*quirr-»nnits m 
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Senator Grxssley. Would you proceed? 
Ms. Becker. Yes. 

STATEMENT OF MS. BONNIE t BECvEK, DIRECTOR. OFFICE OF 
CHILD SUPPORT ENFORCEMENT, STATE OF MINNESOTA, ST. 
PACU MINN- « 

Ms. Becker- Mr. Chairman, my name is Bonnie Becker, and Fm 
thedirector of the Minnesota Qifke of Child Support Enforcement, 
I am testifying here today on behalf of that office and of the de- 
partment of public welfare of the State of Minnesota. 

My t^sximnny today will be directed to Minnesota s experiences 
with State tax refund interception of debts owed to the State, State 
tax refund interception procedures on nonwelfare families, and 
Federal a x refund program for delinquent child^uj>gort acrounte 

Minnesota has had a State tax refund interception program in 
operation for 3 years, the program is not specific to child-support 
debts, but rather has included any debt m^ir^ certain require- 
ments which, is owed to State or county government since the tax 
offset program began; ... , 5 , , . 

Gut statute in Minnesota details the priority in which claims are 
satisfied. If the interception program is expanded to debts other 
than child support, we believe that the priority in which claims are 
to be satisfied should be addressed either in the law or clearly in 
the regulations. This should help to avoid confusion among the var- 
ious claimant agencies. - - - _. 

If the tax refund interception process is expanded to debts other 
than child support, the definition of what sp^fi^Hy «mpri^s a 
debt and the procedures developed for contested claims become of 
prime importance. . - - 

If the debts of the various claimant agencies have not been re- 
duced to court order or judgment, a contested claims procedure 
must be in effect to meet due process considerations, Regulations 
must clearly delineate how contested claims will be dealt with, or 
we believe due procec« challenges to the program will prevail. 

We believe that before iairnant agencies are allowed to submit 
claims, that their contested claims procedures be reviewed to 
insure fairness so that the c;tire process is hot jeopardized b} one 
weaJk linK. 

We strongly believe that th? language addressing interest paid 
on any wrongfully or income ly-applied set-pff and data privacy 
requirerwhis be strictly enforced in any expansion procedures 
under the art to iMaintain program integrity. 

During the 15182 legislative seas on in Minnesota, our legislature 
authorized the withholding of tax-refunds to satisfy child support 
arrearages ot\ nonwelforc cases. This a.^ndment was done m a 
separate i^liuTri of bur tax statutes, ^part from the procedure in 
place for Jnterwpting refunds on public assistance cases. This pro- 
cedure was treated separately because refunds on nonwelfare cases 
are not a debt owed to the State. The order for withholding is 
granted upon showing to the court that payments were not made 
when due. - :- 

fefore a refund is intercepted in our State on a nonwelfare case, 
there must be a finding of ah arrearage by a court in our State: 
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...The ofj^ura to 

consideration of expansion oi the program to nonwelf&re cases. It is 
t^ehiial that thectiild support agency know that the arrearages it 
is subfnrtting jre tree and correct. 

It is our i^jmmeridatibri, therefore* that the expansion of this to 
nonwelfare ca*ies be made only under the following conditions: 

First, that the arrearages have been certified as accurate by the 
c °uri;dT 

Second, only thos^ arrearages which accrued jluring the period 
that the child supfkyrt j^ ency is servicing the case be submitted. 

Although these jp^ocedures will not completely absolve the child 
supper? agency of oil liability for inaccurate submissions, they cer- 
?_4*P_!y ^*>w_ Jnt^t by tte _ agency that care was Undertaken to 
assure accitracy in the program. 

Language within the statute detailing How joint refund _situa- 
$ions will be prorated adds an element of fairness to the program, 
we recbrnmen'J tfiat this be given consideration, 
is difficult tb^justify why a preset: t spouse should be held liable 
c^:^;c£*untable financially to a former spouse. 

of the_mi3tjor pn&iem areas jn the expansion _pf the tax 
r*fea$ intercept program to jpnsfcifexe cases is the_ isfue of 
iim^h-A ineiturhs. Amended Federal taxes oh form 1040-X may be 
fifed 9s$$ # taxfsiyer up to 3 years {mm the date of initial filing. A 
sttiiiii'S^S .fenich »ns follows could not be unusual: 

In i* ;rt<«wjpH , iiire _case, MiA^^f?** iRtercept^ the $500 Ltax refund 
of Mr. 'i&Mm*-ft aand pays it to the ex-Mrs JbhiisonJbr child support 
arreaT^ges. Eightwh months later Mr. Johnson files an amended 
remrvft, which increases r>y> tax liability and reduces the 

s2jnmxT&- of th& refund thai was already paid to Ule State of Minne* 
tntr ! RS debits the State to get their money back. The State 
.' v ;#vasww® ; itis? e&-Mrs.- dohnson who has already &ptnt the $500 bri 
mM'yoL &nd dothes for the children. The State has a $500 

lim? Jfa real di^lars: 

$s this iv$x? of scenario that we wish to avoid. There were tech- 
mm diftieu&ie$ m the Federal intercut program in its fust year 
©f c-^ration Tt^ l^S, the Federal Office of Child Support Enforce- 
ment, arid i_j?4? States have _.teen_workj_Big diligentiy to o^rcorne 
them. This si<o.nd year of operation should be significant in deter- 
miriihg wlu^feer the technicai difficujties are solvable. 

I have worked in the child support enforcement field in a profes- 
sional .capacity for the past IS years arid firmly believe that the Fe- 
dreal tax refund ihterwpt|on program is the most effective means 
available to collect large delinquencies of child support in a cost- 
Hfetive manner. 

tf we arc truly serious about enforcing the payment of child sup- 
port in rionwelfare cases, it is impcTative that the same remedies 
be available to nonwoifare cases thstt are available on cases where 
public assistance is being furnished. 

l he e tax refund in- 

terception program to nonweffare cases and offer bur assistance 
a rid ex per* to i ts development . 

Thank yim fw the opportunity to appear before you today: 

Serioiior Grass?,>;y, OK. I have a few questions, and I would ask 
any or nil of jpmj who have something to contribute i-5 each ques- 
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Hon to join in on the response. There might be some areas where 
one bT ypii__wbjiiW thim the ^hers. I 

would appreciate it if you would take the lead if it is in mri area 

There is no doubt in assy <rf your testimony that yomU support 
the extension of the refund oflsei program to hoh-AFDC cas es — 
each of you suj^rt^ tha^ 

Now, is therfr any opposition to extension from any administra- 
tors m your field, because of the fa^that_the ; ^rrent program 

®& i^mentstrative^rant of -70 percent of the cost of collecting 
iWf$&. g^nts from the Federal Government? Is there any problem 

$.$ ! &orr, Well, as long as the 70 percent Federal funding 
$S5ct. Of coiiree* there aire l sewi^ biUs^ncluiUJig the ad- 
ntitote's, which would lower that to 66 percent But as long 
as «xe have that in place, I tuink we can build the kind of a pro- 
gram that mil obviously nssult if you expand the service of the IRS 
intercept to non~A'FDG. Ywi know, as Mr. Cbpeland indicated, thai 
is going to cause nit onslaught of appSications, because many of 
those individuals out there have exhausted basically all of their 
remedies, and they are going to come jinand say, there is a 

chance now to try to get some of that money back:" And it is going 
to causes tremendous onslaught of applications for that service. 

We beliei-e that it would j^uire a continued commitment by the 
Senate Finance Committee to the funding level that is now in 
place, that 711 percent. 

Senator Gras^si-ev. OK. But you aren't asking for anything addi- 
tional for this? Kfohe of you are. or yOur associations aren't request- 
ing added funds'* 

Mr; CofFMNii: At this point, sir, I think what heeds to be recog- 
nized is that over tfee past. __4 or Shears the pi^r^ ha^ been— 
there lias been a ^^jar-attempt to steer the program into the 
A FIX' caseload.. The AFDC caseload operates on a profit motive, 
and .so/orth, ancUf that s the intent the profit motive will take and 
drive the program tn and o? itself. 

In the iwnt past here, we have had a 
been n change, and there has been, all of a sudden, tin entry to 
where we are .going to take the program into the total area of child 
support— AFDC and non-AFDC. the question out there is. is this 
intent going to remain? Is the program intent to go into tH^ ribri* 
AIKIX .'caseload til a ^full «ind extensive way? _ _ 

The people who have been here to Washington, D.C.. have been 
through a number of Hearing^ find we see that there is a great in* 
terest in going in that direction: 

Now. we are going to haw to go back Out to the JocaMeveb,_ tB 
the eoUnJyjpeople, to try to convince them that there has been a 
change, non-AFDC is important. There may be some reluctance to 
get into the nbh-AFDC intercept process simply because they are 
not fully nccepting that there has been a change, that the program 
should be addressing the entire area Lpf chyd supjwrt, that the mes- 
sage will be received strongwst via-the 76 percentJF that is held in 
place, and it's established at that 70 percent it's established for alj 
child support cases, I think that message will be accepted: if there 
is a reduction in that FFP, I think the message will be sent but 
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loud and clear that there is a question as to what the program 
intent is. 

Senator Grassley. Bonnie referred to efforts in Ser State to col- 
lect from non-AFDC. In either one of the otter twt. States, did you 
testify to iha& eifort? 

Mr. Aworf^ Yes, sir. We have been doing that Tor about 6 years 

now and found it v^ry^ucce^ful. 

Mr. Cop«xand, We do it in the State of Alaska. Probably 75 per- 
cent of the collection wor* that Alaska does ends up being non- 
AFBG' casework And m lercept all types of State cash distribu- 
tion program^. 

Senator Gras^ley. And alt three of you would label your individ- 
ual enbrts as successful? 
Mr. CtoPEtANb. Absolutely. 

Senator Grassusy. I am talking about notf-AFDC. 
Mr. CbPEiLAWO. For non-AFPG. 

It is important to recognize, though, that intercepting anything— 
a State income tax refund or an IRS income tax rfefuiid— is a b^k 
seizure of property. A basic seizure requires due process, Youlve got 
to tell an are you?" and 

to give him kind of that basic opportunity to say yes^qr do. And 
theS if he is in fact delinquent, mayb^ he lost a job, broke his legs* 
and, you knpy, et cetera. The judicial process requires that we 
afford the MWSluai certain opportunity for U hearing. 

'Senator Gsussley. Have there been challenges in any of your 
^at© courts 0ft this point, as for instance in the St rvnson case at 
^he_Fi?deraf 

Ms. _BnEmf^W« hadii challenge ih Minnesota in tl e first year of 
operation of the Sat*? tax intercept pro^am.^a legal aid challenge, 
and. they went tfirfectly to Federal district court, and we di<l prevail: 

We i \wked— our oflfce, the department of revenue, and she at- 
torney general's office worked directly with the authors Jn drafting 
6**r State fcgislati^hi, m& so due" process was a prime consideration. 
We had wtiees -that ware sent, an opportunity to ask for a hearing, 
mii that ~wm the Und&g that the Federal district court made, that 
:.&"r?^^^;M.*syel^Uphi were taken. 

Mr: Am&rr We have tad a similar experience, Senator. But I 
gyesiM-fte bottom. Mm concern we have— and we haven't had this 
tested in terms of a tijon-AFDC intercept with our State program, 
font the scenario that Mrs. Becker described -i$ terms of somebody 
coming ateng 1VS yeara later, filing a reducing the obliga- 

tion., and getting a ^ub^equent refund, and thw the State kind of 
left wit there holding the bag for $500, is a concern to ail of us 
when we talk about going into the non-AFDC program, and we're 
really not sure how to handle that 3r how widespread these amend- 
ed returns will be. 

£*nj^ question: Mr. Copeland, I sense from 

> our testimony that you have a feeling that the tax offset ought to 
be usei in a wide variety of debts owed. I don't know to what 
^ xtent y? u T St^te is i ny^lyed jn widespread affects, but do you two 
tend to agree or disagree with that weeping approach, the use of 
the^ tax oflset? I am talking ab^ut beyond welfare and ndhwelfare 
family support issues: 
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Am 1 rigfit? Yoa vrere a littfe bit all encompassing in your testi- 
mony; 

Mf. CopeLand. Yes, I was. - - ; •• - - c - 

Seriator Gkassley: Bo you have any feelmgs on that frora the 

standpoint of expansions within your States or at the federal 

level'' 

Ms Becker, Senator Srassley, our program is 3 years old, and 
when we wient in with the initial legislation we started oat general, 
any debt owed to the State, because it was a belief of the authors 
that- — r x 

Senator Grassley. Other than just family support." 

Ms. Becker. Oh, yes. 

Senator Gj^vssixy. OK. 

Sis Beckek Any debt owed to the State or to county govern- 
ment-deliftq'ient property taxes are being submitted, stupnt 
loans, a varie i^pf fther situations where there is damage to SstSte 
property; this type of thing. - 

The first year about 85 percent of the claims submitted were 
child support claims Other types of claims have increased since 
theft, It hasn't posed any problems. - -- 

Senator Grassley. Well, then, your States are considerably 
ahead of what we are talking about doing here at the Federal 
level-! mean, as far as the different subject matters that woula 
make use of the income tax refund offset? - - . 

Ms. Becker. We have expanded into other types of deox .=* our 
Stato' programs. -- - - .- - ,. v 

Mr Oweland; The State of Alaska's program is a little nut dii- 
ferent, primarily because the Alaska Child Support Agency is locat- 
ed within tile department of revenue, and all we collect is child 
support. We are completely limited to ..that, and [we really have no 
entry into any other program at all. We are what they really call 
"single and separate" by the CFR's. _ 

Senator Grassley. I want to thank all of you for your testimony. 
J have ho further questioning. I would suggest to you that i have 
benefited very much personally from your experience m thu* area, 
and I think it ought to encourage us at the Federal level not to pro- 
ctH.nl with a lot of fear as we look at other efforts to get at other 
debt owed. 

Thank you very much: 

Mr. Abbott Thank you, 

Mr. Copeland. I would like to thank you. . , 

Senator Grassley: Our next witness is Mike Barber. He is testi- 
fying for the California District Attorney's Family Support Counctl, 
and he is a legal representative there: It is my understanding the 
functioning of the council within the OA's as»ociaUpn « the en- 
forcement of support obligations arid the determination of proof or 

P 'Tl" t £ber has served the district attorney's office in Sacramen- 
to for lf> years: 

Mr. Barber. That is correct. - - . -j--- 

Sehator Grassley: OK 1 would ask that you proceed as other 
witnesses ,haw. 



' 102 



99 



STATOIKXT UK MICHAEL K. _BARBER^ LEGISLATIVE REPRE- 
SENTATIVE, CALIFORNIA DISTRICT ATTORNEY'S FAMILY SUP- 
PORT tWStlfc SACRAMENTO; CALIF. 

Mr. Barber, Thank you, Mr. Chairman. 
___i_want_ to ffesinK [ the c^irman and the MScpmmittee for the op- 
portunity to testify .not only on behalf of this subdivision, the DA's 
association, bu the OA's association as a whole. 

J ??. n *;*?.?4?i D Pr^l^. ^pand a Httte pejr^raal pb^^tion, after 
having listened to the gentlemen from IRS, and their expressed 
concern about the taxpayer being somehow turned off by this con- 
cept I wonder Jf they realize that there are taxfsyers out there 
who are deprived of support, taxpayers whose child support is paid 
up ik full, t??P^y^rs *vho are. single _^^yefs who really don't 
want to support somebody else's children or have the risk of that, 
marH<edlax^ families like myself wfiiose chiJdreh 

seem to need IQQ percent of their paycheck, and we live off of plas- 
tic, and retired individuals who have supported their families and 
raised _*hwn» who are tay>^ers< toj^ and who dp riot want to see 
the thrcjif: of welfare dependents created because someone is ai>- 
Ending on their to support their children. 

While 1 Have no formal authority to speak for alt of thj^j^ple, 
I would hope this committee also keeps those taxpayers in mind 
when it weighs the testimony of the IRS about ^ concerned taxpayers 
somehow absconding on their taxes well as their child support 

_^™*to_r ^Rassley. 1 L wpurd support that and say that the percep- 
tion of fairness of our tax system is the necessary^p^requisite of 
voluntary compliance. I think the perception of unfairness will en- 
courage people not to comply. 

Sir. Barker. Thank you. Senator; I heartily agree; 
. The refund offset program went into effect ai the Federal level 
in H*S± As you heard, it has been in effect in a number of States, 
iricludiirig California, for several years prior to that. 

It hius been described _t_o _you in detail, ari^ through 
that d< Mil again, except to say tthat the results from California 
have proven to by_ effective not ohTvy in terms of col lections but also 
in reducing the cumulative debt. As I pointed out in rtiy testimony, 
that cumulative debt has gone down by $45 million in the second 
S\V*y> would suSBf^* *hat we are cleariirig up t'lese 

eases by the use of this set-off program: 

We also know, federal ly. how much monej is now owed; at least 
we have a ball park figure, L $2.fj > billjon. And whije I t^ihk thore are 
still some cases out tfcre not being submitted income of the East- 
ern States, I think you are getting a_much better handle on what is 
not being paid^ It has resulted in obligated parents paying volun- 
tarily_the support they igridred. By bringing to their attention the 
sum due, scores_ of cases pay^ off aelmguent support^^either they 
nor we r^alSy * ish to be e-ntangied with the Interna! Revenue: 
Notice that they are provides Ji favorable result., 

We have located delinquent parents: We were ainazed at the 
number of parents who have been found to halve good jobs yielding 
s>iibstnntml incomes, even though parent-jocatur services hod not 
found them over the years. We have corrected accounting data, 
finding in some cases where we had made errors arid some cases 
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where money had been paid directly, innocently, but otters where 
the public had in fact been cheated. But we have had problems. 

W- have seen some dimuhitioh in obllections, *>me on a per case 
basis as has been t^tified to here, but I think-that the key for that 
is Use ^jggrmp cases* and also the malaise of the eamomy. I don t 
thint that *"e are seeing people redjice their withholding to any 
significant degree; I just think we are hitting harder cases in the 
second year: ...... ___ ; - 

The admih^raiibn of the program I think could be unproved, 
dealing with complaints and errors. Frankly, as a local gwernment 
employee I have some problems with IRS* notices and with the in- 
formation passed on by IRS in that it's created expectations of in- 
stant jrefund and instant action at the local Jevel wtere in fact a 
transfer of funds takes about 8 weeks from the time IRS sends out 

5 I^ijght add that local officials are able to get funds to the dain- 
ties within 4 weeks after a notice is sent out. arid thus errors can 
be corrected much mbre_<tuickJ£_at the State level through State 
tax officials than they ran through the Federal. 

I have listed some of the other p^lems in iny testimony jnth 
the Federal notice process, and I will not go through them here, 
because I know your time is limited. You have been here ail morn- 
ing an d you have been very patient. Senator, and I certainly ap- 
preciate it of someone believes that this is a vital and important 

Pf ?ncorrejt terminology, though, has been a problem, and the lack 
of understanding of family law is a deep problem at the federal 

IRS personnel were referring at one time to second spouses in 
these cases in terms that would lead one to believe they were 
wronged or injured. As we discussed, presently this is an i/ncorrect 
perception of the role or this individual in the process, but one that 
resulted in significant negative public perception of the program, 
and problems for the organintioh. — 

We Kove fcad lb work too closely, ] felt, with Federal attorneys 
and educate them in family law, and created problems for our- 
selves at the Federal court level that have been resolved relatively 
simply at the State court level or never even came up because 
there was established case law covering these particular situations 
at the local level. - -_ : ... - = 

Characterization of the refund is one. Surpisingly enpugh, there 
are Federal cases that distinguish the refund /rom the source from 
which those funds came from, distinguished them in particular 
from wages. And yet this had to be, in effect, restated to Federal 
officials in this area. I have got the cases cit*d that clearly make 
that distinction, and there are State cases that ^ralle] them. _ _ 

The second issue is the heed f or a hearing prior to tenure of the 
refunds Now, I have to differ from M*. Becker in _thts_casc We 
have case law in California that makes it clear that once^an rndi- 
yidiial is before a court, and has the support order ehter^that is 
his tby in court There is that piwedural protection built into the 
program, and indeed we have recently ensUKUx! in California a gar- 
nishment law that permits on an affidavit any cumulative support 
installments to result in a garnishment order if those supx>rt in- 
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stallments have com* through in the last 10 years, based just on an 
affidavit. 

Of course, a timely hearing immediately after seizure must be 
provided, and we certainly concede that point. 

Senator Gim ? qjg f_._Yc« are ssyisg that, under California tew? 

Mr, Barber. Under California la/w, yes, sir. 

Rit that has been tested in our appellate courts, and an ex parte 
issuance without * prior hearing of a writ has been conceived to 
roeet ^constitutional challenges. 

^^Senater Grxssixy. And you are saying we've got to do that in the 
Federal cases? 

Mr. Barbol _We|i J what I am suggesting is that you do not need 
a second and subsequent bearing before we submit the cas^. And 
frar*ly ? if you want to run up the cost of the program that would 
be Jhe way to do it: I would suggest you avoid that 

These intercepts are claimed tojx? unfair because jn some cases 
there has teen an agreement to reduce the delinquency through a 
deduction from wages, it should be briefly poi nte d but that many of 
these arrangements are simply temporary arrangements W avoid 
the individual being held Jn etratemjpi 

Fourtrk we have the problem of second wives, this was called to 
HHS's attention early on in Lthejgtjgram, and tfiey were advised to 
review State laws m terms of marital property. However, confusion 
on this issue has reigned, arid State authorities had to do their 
homework independently: 

In California it was Found that amiHMiruty property law^iade 
such funds totally available for support obligations. As a conse- 
quent, 'A was a nonisu^^eaiifornia^and presumablv irx cftber 
comrnunity-property States, which makes the Sorenson tfecision. to 
rrae, inexplicable, because under community property law, at least 
«^ _ I*f5^*»<i _C^liloroiai _ Kirs. Sorenson r s share of that refund 
should have been available to pag this marital debt 

Practically speaking, the issue ought not exist. Where second 
spouses file a joint return they take full advantage of all the tax 
benefits of the marriage; jret, he or she lias been a partner to the 
one who defaulted in ah important obligation of the taxpayer re* 
imbursing welfare for the support of that person's child/Thus, it is 
bur contention the second spouse Brings to the counsel table un- 
clean hands to fcry 10 argue for part of that refund. 

If in fact that second spouse is an independent wage earner, all 
they have m do is r^uce their withholding, and they avoid Jiny 
direct iMpict of the setoff^ Instezsti they are using it «I_a saving* 
plan white tfe family lives 6fT the fu;ids that should have been 
used to pay for the family support. JThey Jlave enjoyed the extra 
income resulting from the failure to meet this obligation. 

If ihe second spouj^ does not wUh to participate, then that 
necovwi spouse should not file a joint return: 

There has been litigation claiming lack br timely procedure to 
review setoffs; yet, State law in courts of equity, or an equitable 
praMurtw, Have traditionally provided for an account! v Failure 
to recognize this or be cwnizaiit of it at the Federal level ! submit 
has been a problem that should not have existed: 
- Thus, the program has had its problems ifi its implementation; 
but these mountains are, in may case*, molehills, if problems at all. 
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However, here is bow. if I can run through them quickly for you. 

how I think we might improve the program: ._ 

Th* problem of declining proceeds in the future is being aggra- 
vated bv the obligated parent being permitted to roll over his or 
_~rJ»j «^»£ the following vear s taxes. Setoffs of funds owed 
the government ought to be given priority. - - - 

Kokoska and Enfinger. the two cases I cited, declaring that ^ 
funds are not tied to the underlying basis gar tee payment in m the 
first place, but that refund are debts that accrue only at tfce tune a 
return is filed, could be reduced to statute. 

the California community property law concept as to refunds 
ought to be adopted as Federal law. thus eliminating the problem 
of the joint tax return that has been referred to here previously. 

Regional IRS centers ought to forward intercepted funds lirectly 
to State agencies in their region where both the debtor nnd the 
State agency are in the same region. That would cut out ti:r^e or 
four separate pairs of hands on that money ana reduce this Jelay 
so that errors could be corrected that much more quickly, at least 
where everybody resides in the same region: 

Where the setoff is being expanded to cover unliquidated debts 
such as student loans, make it clear that such obligaU&ns are dis- 
tinguishable from support obligations established by court or ad- 
minurative order. Make clear the imposition of a support order sat- 
isfies any isied for a presetzure or presetoff hearing. Be careful to 
avoid burdening the system with a plethora of preseuure hearings 
where the obligated parent already has had bis or her day "J court 
Make clear the Federal Government does hot consider ltseli bound 
by repayment agreements designed for the commence of obligors 
and structured in the quasi-criminal context of contempt. 
Sanction by statute acceleration of payment. - - : 

Should the setoff program be extended to other public debts give 
priority to the support: Recognize that family support is one of the 
basic civil obligations of not just a citizen bet any human being, 
and it ought to take priority over student loans or even taxes. 

In bankruptcy cases, clear up the gray area that has occurred 
where the bmkruptcy court declares that the setoff o£ght_ to b^ 
Uii ed to satisfy other debts, rather than to require the bankruptcy 
court to recognize this is a legitimate governmental seton. 

And finally, extend the program to seize refunds to pay support 
in nonwelfare cask*. Use the concept of garnishment m such cases, 
and thy* avoid any confusion with the govern menial prior ■ riigm of 
hetoff. and also, almost by that simple use of language, enter into 
vour Federal law all of the processes that are used to pro^ct gar- 
nishees and provide for simple, quick, afterthe-seizure hearings 
that are provided in most State _tmra- - - - _ , . J - - 
IRS, in relation to the practical problem they have l raised abwt 
costs, should recognize thai they are. by keeping people crfl of aid. 
saving an enormous amount of irosney. ... , 

I have testified previously to thir&st before ^ eotnmi«ee;.batl 
will state it again: It wets four timee as much to open £ n -*"^ 
cam m California est it does* .child support case. E**f of mat 
m w that ft mm W run an AFOC sase-eveii if you never spend 
a hfcfcet; iW* ia&ist admi narrative cost*; Wfli }>ou never • pajia owt 
a gram— *i*lf of that crwt ia Federal m»ey. IRS will be saving ihe 
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taxpayer an enormous sum if it can prevent or reduce the possibil- 
ity of welfare dependence: 

The tax refund intercept program has proven to be an effective 
n?Y?_ n !** procedure for the Gbverhmeht. Problems have ocxun4d; 
they are being ironed out: Legal issues have been raised — they are 
not insurmountable. Many can he resolved by l egislatio n right 
here. 

The public has awakened to the fact that it ha* been refunding 
br^e sums of money io individuals who have been absconding on 
the : most basic of obligations to their family and society. At best, 
such a course of randurt appear 
foolish. The system has now been set in place to in part remedy 
this. Commpnsehse in terms of the cost of welfare as well as the 
* n J* _9f jM^c* afld .Xwr play _say. this system plight to be extended! 
to those who ha%e sutfes-ed personally from family abandonment. 
The statute. 6305; is already, in a sense^in place to do this: Ail that 
is necessary is to simplify that statute. To hot do so at this time, in 
the face of the census data statistics, in facejjf the collection static 
tics that we have, to deny single-parent families the simple effec- 
tive way to remedy the wrong done to them in the fact of the evi- 
* nce v * s no l°?^ er _ 10 Ar^piy appear foolish, but it is to appear in- 
different, unfair, or worse. 

I thank the chairman and the subcommittee for permitting me to 
present these views. 

[The prepared statement of Michael E. Barber follows;) 
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Principal Parta of Testimony 



I. The tax setorr program has been effective and should be 

continued. It has produced significant results in reducing 
the amount of child support owed the public. 

II. Purported problems with the program may easily be resolved. 



A. Reduction3__in_witbholding limiting r*covery_do_ not 
appear to have__occurred_.___ Such. reductions_as have 
occurred may be explained by other factors. 

B. Administrative problems as have occurred could be 
remedied by adjustments in IR3 procedures o Jt appears 
they already have to some degree this year. 



C. Issues raised in litigation i are r.ot novel. They have 
ieen resolved-it the state level in the context of 
family_law.__Thus^ problems- with characterizations of 
refunds^_repayment_agreements f second spouses and th* 
like have been resolved. 

Ill . Recommendations 

A. Legislation be enacted to clarify: 

1. Thedebt character of the refund distinguishing 
it_from_ wages* _ 

2. Tbeobligation. eotered_into_by second spouses 
in_filing a.loint tax return^ . .. 

3. The inability _of__local_authoritie3_or_cQurts to waiv 
the right to accelerate repayment of support. 

B. Should setoff be extended to other obligations, the 
law should state: 

1. The priority of -support over these obligations : 

2. The. procedural finality of a hearing establishing a 
support order. 



C. Non-welfare support should be enforced by seizure of 
refunds. 

1. In any case where similar "choses-in-action* could 
be garnished; 

?. Where there is ah order for support payable through 

IV-0 agency; and 
3. Adequate procedures exist for post-seizure review of 

the claimed default on the order: 



Thi3__will_feoth_save tax dollars and reinforce our 
respect for the law. 
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Mr. Chairman, Members 6T the Subcommittee! 

I want to thank the Subcommittee for the opportunity to 
submit this statement to you on behalf of the Family Support Council 
of the California District Attorney's Association, t am Michael E. 
Barber, Legislative Advocate 6T the Family Support Council. I am her< 
on behalf of Edwina Meters, President of the Family Support Council, 
the Executive Committee of that „.*ganization , Donald Stahl , I're^Ident 
of the California District Attorney's Association, and the "-alt f 6 mi* 
District Attorney's Association, to review with this Subcoaaitte* the 
present tax refund offset program as it applies to past-due child 
support, and to recommend that the program be extended to collection 
or all child support without regard to the welfare status of the 
case . 

The tax refund offset program went ifito effect the federal 
level for the first time in 1982. It had iiir*vt©usly &teru in effect 
it the state level in Tifteen states for three or mor* //ears and 
had been a success at that level. It was a success at the state 
level and has been successful at the federal level, notwithstanding 
the criticism it has endured. I will attempt to respond to that 
criticism in this testimony and as stated above encourage that the 
program be expanded. 
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Sriefly stated, the program involves set oTf against tax 
reTund sums due the state and federal government as past-due child 
support (or child and spousal support) that should hive b*en paid 
instead oT JId Tor Families with Dependent Children funda under Title 
IV-A or the Social Security Jet. In the last two years under this 
program, the public has gotten back over $300,000,000 or the funds it 
has spent supporting defaulting parents' children. In California, 
return has been in excess of (70,000,000. Th« program at 
least in California, resulted in a substantial reduction of the 

amounts past due in these cases, in the first year, California 
Identified $5149, 000,000 as uhpaio* and past due. In th<* second year 

the cumulative total was $50M,0C0, 000. This waa 'rue even though 

there was greater participation by counties thaft during the flrat 

year. 

There have been secondary benefit* as well. Firat, we have 
been able nationwide to get ah accurate accounting on sums due in 
these cases. In the first year, the total exceeded 11 ,760,000,000. 
in the second year, more Jurisdictions participated and, as was 
the experience in California, participating jurisdictions submitted 
more cases. The result was a cumulative total of past-due support 
of almost $2,500,000,000. Bhile this figure still understates the 
problem, we know «iow approximately how much hoh-aupport has cost the 
public, at least *n cases where there was an enforceable orCer for 
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It has also resulted in obligated parents paying voluntarily 
support they hid ignored. By bringing to their attention this 
sua aue, we have all had scores of cases pay off their delinquent 
support. Neither tttey nor we wish to be entangled with the Internal 
Revenue Service. Notice that they are produces favorable results. 

It has resulted in the location of delinquent parents. 
We are ana zed at the number of parents who have been round to have 
C(j6^ jobs yiel<Urtc substantial income, even though parent locator 
services h<we not found the* over the y*a>s. Sow they **V« been 
found, much to their irritation. 

It has -resulted in correcting accounting data in our child 
support Offices. By trying to enforce paynett of support in this 
manner, cases na- e come to the fore where the custodial parent was 
taking the support directly and not reporting it. In some cases 
this conduct was through innocent error. But in others, it was 
the result of a deliberate effort to Cheat the public out of the 
funds due the public. 

But nothing effective ever seems to come without problems 
and the IRS intercept p-ograi Tails within that precept. The 
problems fall within three categories. 

First is a concern about continuing effectiveness. Second- 
are program administration problems, and third are problems with 



litigation. 

It is conceded that collections u »der this program have 
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diminished in the second year, at least as to California. If 
the trend continues, then in the long range it is conceivable 
the immediate cash return will dlmihsh greatly,, if this trend 
is because of the change in withholding by the obligated parent. 
However, there are substantial reasons why this aay not be the 
case. Firrt, state experience with the concept does not support the 
proposition that people reduce their withholding because of a setoff, 
at least in the aggregate. During the several years this program wa* 
solely a state urogram in California collections actually increased. 
Thus, at least at the state level, withholding was not reduced 
because of a setoff. 

At the federal level, this prior state experience is being 
duplicated. Notwithstanding the large (mount collected last year 
($168,000,000), collections this year are running ahead of last year 
($169.000,000) . 

The California experience can be explained as a temporary 
phenomena resulting from the tax reduction, a slower econoay, 
and the fact the first year cleaned up many vulnerable cases. 
As a consequence, It can fairly be said that the whole concept 
has proven its viability a* a revenue raiser and justifiable relief 
for the taxpayer. Two years federal experience plus state experience 
justifies continuing and expanding the prograi. 

But administration of the program could be improved. There 
have been problems in dealing with complaints And errors. Much 
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of the problem appears to He at the federal level. Firat, there 
is the problem of Inaccurate information being given the taxpayer by 
regional IRS offices and by federal notices. The federal notice 
would lead one to believe th* funds Save been trmnmTirrtd directly to 
the states. In Tact, they are transferred to Washington fro« the 
regional offices by the Treasury, V-anaferred fro* the Treasury to 
H;H.S., transferred from H.H.S. to the state goverhients, and finally 
f to the local agencies that correct the records. However, both 
tn* federal notice and the original Information centers are leading 
people to believe that corrections «ay be mawe at the local level as 
soon as the individuals are notified by regional IRS of the setoff. 
This both irritates people and delays paying refunds where the funds 
have been set off in error. 

IRS , according to atate sources » ia less than fully 
instructive to state government a&6ut the information they are giving 
regional personnel in this mattaf. If these were released to state 
governments, much confusion might be cured. 

Delay in transfer of funds creates its own problems. While 
state tax authorities forward funds within Tour weeks, federal 
tax authorities have tafcch eight to ten weeks. Whether the funds 
are due the public and necessary to balance the books on a case, or 
are due the individual because of a correction the obligor has 
made ar the public has wade, this ia too long a delay In transferring 
these funds. It would be a simple matter to transfer the funds 




Ill 

-6- 



directly to states froa regional centers at least where the state 

designating tJie setoff and the obligor both reside In the sane 

recibft. this could be done by Zip Cfide. 

Setoff liiib are required four months before the end of the 

year of setoff. Where 9rrors have been aide or delinquent »ua* paid 
off and deletions could be a»€e from the setoff lists before setoff 
occurs, the federal goveraaent has not offered & timely process for 
doing so. Yet, at least in California, deletions Bay be wade on our 
state % x lists right up to the date the ch^ck is forwarded to the 
county from the state. This ir.ef f ielericy has caused considerable 
needless irritation. 

The federal notice of setoff given the obligated parent has 
proven to be less accurate than slcilar at*te notlces t aaounts are 
different froa suas actually forwarded, states that hive no interest 
in the case are being cited as tfce ones calling for the setoff, and 
setoff letters are being sent out with the refund cHectc Sethf sent to 
the taxpayer nonetheless. States an« counties have set up revolving 
funds to ray refunds m advance of receipt of these funds froa tax 
authorities where the names should have been deleted froa the lists. 
Bheh the aat^er is one involving state taxes, the state counterpart 
of the notice of setoff can be rolled os and peyaent forwarded 
without a protrlea. But where the federal governae«;% is involved, 
actual transfer of funOs to the state or local la-vel aust occur 
before a refund aay be sent out. 
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Where there is an error at the federal level and run da 
have been in fawt loat in the system, there seems to Be ho cUaT 
way to get funds forwarded to tfee individual. HHtie thia is a rare 
case, it would seen a complaint desk and a federal revolving fund 
ought to Be set up to protect tfce obligated parent and to let the 
federal governbment correct its own errors. 

Incorrect terminology and a la^if of understanding of family 
law is the final proble*. Thus IRS personnel were r^rring to 
second spouses in the*e cases in terms that would lead o«c to 
Cveltev* they were •wronged*" or ""injured". As ttdll be discussed 
present ly, tfcl* is ,fn incorrect perception of the role or this 
individual in the pro>c«»s , but one that could result in significant 
public perception problems for this program. Terms such as •*vonged* 
or •injured" have how been dropped from the vernacular, but he* 
without public relations injury to the program. 

In preparing for litigation, we have fbutid federal attorneys, 
s*.ve and except those from the Office of Child Support Enforcement, 
to be unprepared to deal with issues that had long been resolved at 
the state level in family taw context. Since federal judges often 
are also Inexperienced in family law, issues have been liven a 
degree of importance at the federal level that they do hot warrant. 
Similar issues have been disposed of at the state level rather 
summarily. 

The first of these issue* is the characterisation of tK« 
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refund. Certain forms of financial resources, specifically earnings, 
are given greater protection in law over others, sucr as stocks, 
bonds, savings accounts and the like, particularly where the funds 
Involve support. The cases of Kokoaka v. frlTord (197*) *17 US 652, 
and Ehftnger v. En finger (MD Ga 1978) H52 F S ipp 553» have Both 
conclusively established that the refund* Are not treated in lew aa 
wages. They are analogous to a savings account and are a result of a 
complex mix of deductions and exemptions resulting from Inborn* from 
property, sale of property, and the like, Still and nonetheless, 
this issue continues to cone up and 81/ .* resulted in at least one 
settlement adverse to tfte public in the State of Washington. 

A second issue is the need for a hearing prior to seizure 
of the refunds. The uninformed on this issue overlook procedural 
protections already In the ayatea for the obligated parent. Flrit, 
since the set-off regulations require that it be bt<aed oa an order 
of a court or administrative tribunal, there already has been a 
hearing. It has been held in California that no second hearing is 
necessary, the obligor has had his day in court when tht order was 
entered, even if the sums seized are wages. Of course, a hearing 
after seizure must be available, and such a procedure Is avail-able In 
the form of an accounting, a second point often lost sigkt of Is the 
importance of the funds vis-a-vis the needs of the family, as is 
pointed but by the Supreme Court in Kokoaka above, these refunds are 
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i savings plen, within the control of the tsxpsyer. they are not 6, 
definition funds relied on for day-to-day sustenance. Thus the 
practical foundation for th^ prior bearing cases does not exist 



Third, these intercepts ere daisied to be unfair because 
in some cases there has been sn agre«e»ent to reduce the delinquency 
through an orderly deduction fro* It is clsimed that there is 

a ^ntrectuel waiver of the right to accelerate payment. Bhat is 
lost s'.gtot of is that the cohaldsretioh for s contract in such esses 
is, as to the oubUc, Illusory since the payoff rate often does not 
equal even the ststutory interest that ought to have been psid oh 
such sums. The public enter* into such agreements for the coovehlshci 
if th* ^Diigor and to meet eUnimi*ium Standards *f the courts in 
avoiding a contempt chirge. The public loses on such arrangements 
because the repayment is interest-free end psid in inflated dol 1 ers. 
To allow the obligated parent who has slrsady ripped off the public 
and violated the law t>y failing to pay support in s timely mariner 
to further delay payment and pocketing a tax refund is urifel, but 
to the taxpsyer. Tet we find federil omelets and the Treasury 
in particular unaware oT the basis of such repayment programs snd 
unnecessarily troubled by then. 

Fourth, we have the problem ef second waives. Ihsofir is 
this is a problem, it should be noted this wis repestedly can.^l to 
th* attention of H.H.5. by state sfficiils before the first f%%r 



here. 
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of the prograe. They ~+ advised to review state lew and determine 
how other joint accounts wer* treated for garnlshaent procedures. 
Yet when trie progrsa went Into effect, confusion on thia Issue 
reigned and state authorities hid to do their hoaework independently 
In California it wis round that coaaunity property law aide such 
funds totally available for support obligations. la a consequence, 
it becaae a non-issue here (absent a preaarital agreeaent). 
Presuaably this is the law in other coaaunity property atates, yet i» 
the Washington case referred to above, Treasury attorneys conceded 
half the refund was exeapt froa the intercept. (toieas the Treesttry 
misconstrued th* refund to bj wages of the second apoyae, this 
result is inexplicable under California cooaunisy preparty law. 
Washington is also a coaaunity property atate. Legally then; Mia 
issue aay not eren exiat. 

Practically speaking, the lasue ought hot exist, Wtiere 
the second spouse files a joint return, she (or he) t^kea full 
advantage of all the tax beneflta of the aarrtage. Tet she (or 
he) has been a partntr to one who has defaulted in an iaportant 
obligation to the taxpayer — reiaburaing welfare for the a^port of 
that person's children. Ttoua the aecond spouse brlnga to the 
counsel table unclean handa. Is I aaatoer of the faaily, the 
second spouse has eajoyed the extra incoa* reaulting froa failure to 
test this obligation. Why should thst apouas not also be called 
upon to forego the benefiV of goveraaent largeas in the fora 
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of benefit-* of a Joint return-. If the second «pouae does not wish 
tc part ici'pate . then that spouse should not fixe a joint return. 

Finally, where the second spouse is a wage earner* that 
spouse could control the aiouht withheld; Thus, 19 a practl al 
wSt.'cer; suia are being Mpt fro* th> second family that could have 
resulted in nore liquid assets being available to Beet current 
support, artd saved with the Treasury, vhi^e the public i* picking up 
the cost of raising the children. Now the second spouse ia a*kirt$ 
for the right to pocket these fwida. Shovtld thl* logic carr/ through, 
5»o»*on« has indeed keen wronged; It is the taxpayer, tet as pointed 
vinit; at tVte fe<Ser»l level tfce second apcus*? was initially described 
in teres reserved for in7w>cen<t victims. 

fifth, tft*re has been Xitigaticti eiaiiiihg lack of tiaely 
procedure to review shcK setoffs. I can only speat for California, 
tat under our pr&XBAur* wftere disputes about delinquetwpies cannot be 
resolved by >Dgot lat ion . the filing of a aiotion *or an cecouatiag (• 
^Gabriel" action* can quiswly be put t~*f>re a csurt and resolved. X 
cannot tnslieve that other states do no^ nave like or siailar legal 
concepts. But because federal officials have not t«ken fche tits* 
to understand raaily a aw practice, s\ae$ coiicapts -;ci. So set 
found their way into federal cases with *d verse consequences at 
the District Court level. 

?hu» the prcv'raa has had its problea* in its icple«ejfitatib«. 
As is shown by the abwV.- iany of these mountains are in fact iole 
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hills, if problems at all. The press comment and litigation thereon 



and the progr*« .results have proven two things, however. First, as 
has heen claimed repeatedly, dho resource? are there to aeet ouppot t 
obligations. Secondly, obligated parents and their second families 
don't want to pay support, even when the result is to make the 
wronged taxpayer pick up the bill. They would rather pay attorneys 
to litigate. 

While problems in administration such as outlined above 
should be *e*;£t wsth, the various objections to the program the*. 
hav« cocj up tfc litigation would sees to warrant not a retreat 
therefrom but a fort^ful response from Congress. It is evident that 
swiierVifti support through refunds is effective and fair. The 
program has worked and so should be both reinforced and extended. 
In this regard Z wish to close with several recommendations. 

First, the problem of declining proceeds In the future 
is being aggravated by permitting the obligated parent to roll 
lis, or her, refund over to meet the following year's taxes. 
Setoffs of funds owed the government ought to be given priority over 
such rollovers. The taxpayer otherwise is stuck with a bill for the 
child that oukht to be paid raw. 

Second, the Kokfi gka and Enf ing er cases ought to be reduced 
to statute, making it clear that when funds are withheld or paid 
^uart*riy, they become federal property and becoaa a debt to the 
person from whom withheld only when a return is filed and approved 
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or litigated. 

Third, the California community property concept as to 
refunds ought to be adopted as federal law, at least where Joint 
returns are filed. The unobligated spouse under California law 
is given a right of recovery from the assets of the obligated 
spouse for the community property used for support, should the 
second family ever dissolve. This too could be made a part of this 
statute. By adopting this property concept., the issue of the second 
spoufc could be fairly and uniformly resolved nationwide. 

Fourth, require regional IRS centers to forward intercepted 
runds directly to the state agencies in their region where both 
debtor and state agency are in the same region. Also require IRS to 
clarify the procedure in its notice* and statements and advise state 
agencies of its procedures. 

Firth r where the concept of setoff is being expanded to cover 
unliquidated debts, such as student loans, make it clear that such 
obligations are distinguishable from support obligations established 
by court or administrative orfier. Make it clear that the imposition 
ot such a support order satisfies any need for a pre-seizure or 
prc-sctcff spring. Be careful to avoid *>ur<j«ning th« system with a 
plethora of pre-seixure hearings where the obligated parent already 
has*had his or her day in court at the time tfii order was entered. 

Sixth, make it clear that the federal government does hot 
consider itself bound by repayment agreements designed for the 
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convenience of obligors and structured in the quasi-criminal 
context of contempt. Sanction by statute acceleration of sues 
payments. 

Seventh, should the setoff program be extended to other 
public debts, give priority to the support obligation. Itecognixe 
that family support is one or the Basic civil obligation! of not 
Just a citizen but any human being and ought to take priority over 
student loans or even taxes. 

Eighth, in bankruptcy cases, require that, where a setoff has 
occurred, the bankruptcy court recoghixe the setoff and permit the 
government to recoup its support debt t herefrom. 

Finally, extend the program to seixe refanat to pay support 
obligations in non-welfare cases. It is already the law that auch 
may be done (I.R.C. 6305), but the procedures are obtuse and 
cumbersome. The theory should hot be setoff (alxce there are no 
mutual debts), but garnishment, but the heed is as great. The 
statistics that demonstrate the direct correlation between aTDC 
dependence and non-support are redundant and overwhelming. Aside 
from the fact the present situation is unfair to non-welfare families 
and makes the federal government an aide and abator in contempt of 
court and criminal ncn-support by the delinquent parent, the concept 
would be cost-effective as well. It coata foor times aa much to 
open an AFDC case as it does a child support case in California. The 
savings in administration in not having to open a welfare caae. 
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aside from grant aavi^i, would pay for the activity. Swic* any 
chirige in circumstances could result in aT£C dependence, by sowing 
this money, the Internal Revenue Service would be saving tax dollars 
just as certainly as if it collected the* Itself from the absent 
parent to repay welfare costs: It would also restcre faith in the 
system for the deprived parent. 

There are concerns expressed about such an expansion, t hcpr 
to deal with them briefly, is is shown by the ibove, the present 
program has not significantly impacted withholding, expansion mould 
not either. Problems of readjustment of tax liability *t a later 
date seem illusory when it is realized tnat such adjustments, if 
involving a claim against the obligated pmrent, would siean nc more 
than that the government had advanced support to nis (or her) former 
spouse. It is not as if a person wrongfully entitled to the money 
had made off with it. 

To further ensure that th* obligated parent is not unfairly 
burdened, the Claims should coat only fro* the child support agency, 
be based on a support order of a court or administrative tribunal, 
and that there be provision under tH.rt law of the state that entered 
the order for review of the competing claims of the parents before 
rr.f funds are disbursed. Where the order is found in a state other 
than that Which submits the claim, then the state submitting the 
claim Should be required to provide for litigation of the matter in 
a convenient forum, if necessary in the forum where the order wa& 
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entered. In otn«r *crda f a case cahhot be su&aitte-c' unless the 
submitting ai«r^cy is prepares to Have the claia properly reviewed, 

Silliotfs of dollars in unpaid child support are accruing 
nationwide. Faailies too proas' to go on welfare ire being 
victimized cy this criai&al conduct just as surely as is tae iaspayer 
when tr.« faaily goea on welfare. To siapliry present law to permit 
tnose fail lies' rights to be protected is no lore tfcan simple justice 
Sheh the hign economic cost of welfare; a state to which even the 
proudest of tnese families say be consigned, is also real ilea, it is 
also econoaic cotton sense. It is hoped this right to garnish these 
refunds will be enacted speedily to periit iif lamentation by January 

Summary 

The ta* refund Intercept program has proven ~o be an effectiv* 
revenue procedure for the government. Problems hive occurred at 
the federal level because of administrative shortcomings that are 
now being ironed out. While there la some suggestion that the 
prograa may not produce as auch revenue in the future as it has in 
the past, this problem still appears to be a aere shadow and say be 
explained by our econoaic aalaise. More laaediately it is reaching 
the group at which it is aiaed and is inducing voluntary compliance 
with the law, even in cases wnere ev«h coercion Kai rilled in the 
past, . 



legal issues have bean raif*d but these are not insurmountable 
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Z'^f ir^ illiscry: Ctr.ers xay be resolved ay legislation. Extension 

r tr.-i pr^gria is certainly warrar.tea to ctr.er forms of debts to the 
g;*ernment. £»t in cr;r.g so, tr.e debt for support should be given 
t«e ;ri:irity th3t any wivilized mdiv.jual ought to give it. 

Finally, the public hai at last awakened to the fact it 
r.as ce-er. refunding large s^as to individuals who nave &een absconding 
5n rne ft53t basic of obligations to their families ana society, 
it test, sucn a course of conduct made the feitieral government appear 
foolish. A system has now been set in place to remedy trr.is. Common 
sense in terms of the cOst of welfare, as well as a sense of justice 

fair play, says this system ought to b« extended to those who 
na*e suffered personally from family abandonment. A statute is 
already in place to do so. All that is necessary is to simplify 
that statut« for tr.is purpose. To hit do so at this time, to deny 
single-parent families this simple, effective way to remedy the 
irong done them, in the face of the evidence, is no longer to simply 
appear fool i Sri But is to appear indifferent or unfair, or worse. 

It i a respectfully requested on behalf of the California 
district Attorney's Family Support Council that the program to 
seiz* federal tax refunds be eitehdea to all cases where child 
support payments are delinquent as speedily as possible. 

: thahir the Chatraan and the Subcommittee for permitting 
to present these views. 

•*odo-- 
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Senator Grassley. One of the things I was going to ask^ and you 
went into ransuierable .cfe^l^n Jt,.i|._wtat_»it of suggestions you 
have for improving our current system based upon California's 
experience, and you had a long list of those things. So I assume that 
you included all you felt ought to be in there: 

Mr. Barber. Yes, sir. I wasn't able to touch oh them all, but I 
understand the time limit. 

Senator Grasseey: Well, if you want to add to any of that in 
written testimony, we could have that. 

Mr. Barber. Senator^! certainly wilL 

Senator Grassley. OK. Because our stalls ought to go down your 
list to see how we can benefit from that, as far as our legislation is 
concerned. 

I think you have royei^ 
process can be maintained; Is there any suggestion in your testimo- 
ny that in our proposed inflation we have jjbne beybrid what we 
needed to, to meet th^vcon^titutional due process?^ 

Mr Barber. I haven't reviewed it to see whether or hot you have 
required any subsequent hearings after the initial [court order that 
establishes support- But it would be our position, given the fact 
that »ri fact we are ^_vihjj_pepp]e notice as soon as the ^otifiratibn 
is sent to IRS, that they may be intercepted, and ihey had better 
clean up the record. To me, that is more than ample hbti^ and in 
fact may defeat partof the program. They can thin come into the 
office that sends them the notice and then clear up the problem; if 
in fact the problem can _l^cre«*teH, it can be cleared up. 

I think that, as a practice tatter, if we could get the money 
back from IRS a whole lot faster, we would ^provide a bejU^r practi- 
cal protection to people who have been wrongfully intercepted than 
any procedural rights thai might be written into a statute. The big- 
gest single practical problem is just getting the dough out; 

We have established a revolving fund in our office, so if we found 
we had errors— and we have had _ errors i jn 5 to 10 J^rcent of our 
cases in any given year: I will withdraw the word "error." Let's say 
we have had 4 /dis<^pahcies,\' because people _have_come _iri_ and 
paid bff, or we have found that there were direct payments and fra- 
dulentSy received direct payments, and situations like that. But we 
found we had to make ronwtfohs in 5 to 10 percent of the raises; 

With a revolving fund of a relatively small sum, established at 
the count> fevel— $:}0,000 to cover our State tax refund pjt^am— 
we were jible to make payofTH quickly, because the State in turn 
got that money but lb us quickly, 

But_the_F«ieral situation has b een 8, 10, and 12 weeks before we 
saw the money, after the notice went out; it has beeti i] ts&strous. 

Also, the Federal notices are disastrous [in terms of PR. Also the 
Federal notices about what is being intercepted and being forward^ 
ed have proven to be inaccurate in all to many cases. In State cases 
we can make State refunds based on State notices; Federal notices 
we cant rely on We have to see the lists that actually come down 
from the Federal Government before we can make the refund; 
They have even sent money to the individual immediately aftor 
they have told him that his taX^were going to be intercepted arid 
he wasn't going to get it. We have had those situations at the Fed- 
eral level. 
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Senator Grass ley. I guess what we need Further explanation oh 
is from your testimony, where you say ~a hearing after seizure 
must be made availably" 

Mr: Barber: That's correct. 

Senator Grassixy. We don't—I don't understand why a hearing 
after seizure as opposed to before. 

Mr. Barber. If in fact, for one reason onr another, they don't have 
to take advantage of that hearing, and ifcfe^ may have to 
kick in the cost; but that is a standard So Ion& as you don't ha ve a 
hearing before, you are required in efiiect by law, by case law, to 
give them a hearing, a timely hearing, mfter seizure. 

Senator Grassixy. OK. But if you fiiave an opportunity for that 
beforehahd^-^ ... _ 

Mr. Barber. Then you would not meed one afterward^ I would 
prefer the after-the-fact bearing than the one before, based on the 
way bur courts work and the fact that, for the meet Wirt, individ- 
uals are more likely before the hearing, evert jf they owe the 
money, to ask for it than they are after, and after he ^ receive i it, 
that only people who truly feel they can't work it out in the office 
are going to ask far it. 

I might add, I worked on a State statute to handle a sim^^ 
problem. We have required those people in the State statute to con- 
tact our office first, and if theyJon't contact bur office within 15 
day& after the notice, they are foreclosed from Jfetting that after- 
thefact hearing. You might consider that in your statute, to cut 
down the number of spurious after-the-fact hearing. 

Senator Grassley. In your pfTthe^ff i^arks before you part- 
ed your prepared statement, you requested that we not be overly 
concerned about the adverse impact on tax compliance out of re- 
spect for the honest taxpayers whe do pay; 

Mr. Barber. Yes, sir; 

Senator Grassley Do you have any feeling, th^gh, whether or 
hot it would have, just in ^and of itself, the tax offset principle, have 
any adverse effects on tax compliance? 

Mr, Barber. My gut feeling is that it would have just the oppo- 
site. There is_a feeling out there right now that too rnany j>wple 
are taking advantage of the system, and the individual who_ is 
paying fairly and forthrightly incre^ingly js^b^ I 
end up on TV shows and on radio occasionally in Sacramento. 
People come up to me that I never saw before teljing me what a 
great job we are dbiilg and how we ought to go and get these indi- 
viduals even more. -- 

Senator Grassley. My last question is nan^erin scope fcjd I 
raised it with^ other witnesses, is any evidence, in your case specifi- 
cally, California, that higfc-ihcbme taxpayers might underwithhold 
for the purple of avoiding tax onsets? ______ 

Mr. Barber. No; there is nothing jn terms or_tnderwithhbldihg 
In that regard. I think second spouses who are wap eaniert may 
well underwithhold to avoid being involved in it; I think there is 
going to be that aspect to it, but I think that's a relatively small 
group of people. That is their right wjthin the tax system, if they 
wish to reduce the obligation. But I think the point that we could 
make, then, as prosecutors in these cases, is that then there is that 
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much mere cashflow into the homeland the i individual ought to 
pay the support thwugh some other mea_n5 . 

Senator Grassixy Thank you very much. 

Mr. Barber Thank you, Jfenator. 

Senator Grass ley We appreciate your expertise in tiiis area. 

Our last witness is Willis Wolff, who is exectitive director of the 
3owa College Aid Commission, and that's our State agency in my 
State for student assistance through scholarships, grants, and 
loans. 

__She begari l working for the commission in 1965 and has been its 
executive director for the p^st 7 years. 

I have known Willis since l was a member ^ of the legislature, and 
know her to be a person who is devoted to doing a good job. 

Would you proceed? 

STATEMENT OF WILLIS A. WOLFF, EXECUTIVE DIRECTOR, IOWA 
COLLEGE AID COMMISSION, DES MOINES, IOWA 

Ms: Wol*t: Thank you, Chairman Gnassley- 

I really appreciate being invited to come ajwi talk with ^^bu today 
andjtel] you a little _bit about our Iowa progran, and give you our 
reaction ta the bill that is under consideration this morning. 

As Iowa's State ageni^ for student a^ 
ships and grants as well as the student lo&fts and the parent loans, 
the PLUS loans. However, the guaranteed student loans and PLUS 
loans are generating five times the private capital as the amount of 
State funds that we have in State scholarships and grants. We 
have $20 million, approximately in the grants^ and ^we are genera 
ing about $100 million injsrivate capital for the loans every year, 

Together, these programs are helping better than one out of 
every two Iowa students. _ 

Just a little background on our program: From thejnceptibn of 
the program 4 years ago, our commission was determined^ keep it 
a community-based fyfegram. It was \ our goaJ to get just as much 
participation in that program as we possiblv could. 

As you know, Iowa has a great many fending ^institutions. \Ve 
have virtually every bank, savi*^ and loan, and credit union in 
the State, a total of about 6TO lending institutions, involved in 
making loans to Iowa students right now. 

Over the past 4 years they have invested $400 million in loans to 
students, and $3.5 million over the past yea t in i I^ns to j^rents 
under the new Iowa PLUS program that just started a year ago 
last May. 

Now, these are all praitive comments that I've made so far,^but I 
&cm'i have to tell anybody that the guaranteed *i£*d<rat io&n pro- 
gram has lots and lots of problems. And very high on the list of 
those problems are defaults. Actually, in Iowa we don V have too 
much to complain about yet, because bur default record is quite 
good compared to the national averages arid the averages you find 
in other parts of the country: But since, th* inception of the pro- 
gram we have paid out $4.5 million in default claims. That does not 
include death and disability and bankruptcy 

Based on the $102 million in loans that have entered into repay- 
ment so far, that's a 4.5-perceht default fate. It s not too high com- 
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parativeiy speaking. The ; national comparable default ra^ w^^ 
be about 15 i»rcerit, J telieve, if you include the federally insured 
paper as well as the guarantiee agency paper. _ 

Our cbUectibhs? I'm sorrytoM? rinnttprwd of our callectiiHss 
at this point. They amount to $1^,000 on the defaults that we 
have had, This is just about, not quite but almost, 3 j^ercent of the 
defaults. That s ^not good enough in the view of our Commision, and 
we're taking steps to improve * that 

Now, you under^ahd_we are Ljust the point of maturity 
in our program anc? banning to realize a full quota of defaults. So 
we are doing a ri umber of things, and one_tf_tbe .things that our 
State has done in the last year is to establish the State tax refund 
offset for guaranteed loans. It has been in effect for child supf»rt 
payments for about 3 years a^Iowa Arid the legislature, upon the 
recommendation of our agency ami with the Governor's support, 
has extended this predion to student loans. 

the recoveries so far have not been very impressive, because we 
just began claiming tax refunds this past yesu\ We teve rollected 
$10,000. We have had 23 matches between the default and tax 
refund records: Some of those matches were for students who were 
already into repayment^ sol 4$ prwmpt their refunds since 
we have them on a steady repayment mode we saw no reason to go 
in juid take their refunds. 

I think ^ttet the j^cihological impact of this tax refund offset has 
been important in etimvincing possible potential defaulters that 
Iowa really means business in collecting student loans. And we do, 
indeed. - 

We are adding a collection unit to our staff; we _alao at« ww»^K 
currently with four collection agencies; And, incidentally, you 
mi^ht be? interested in our rates, We are paying from 20 * to 25 per- 
cent to these ^encies. We _wa|rt to do as nsuch collection inhouse 
as we can because we^get better results that way : 

Now, Senator Jepseh's bill. Senate 150, is propoMhg that the IRS 
be empowered to give the State agencies and the Apartment br 
Education assistance in oollectihg student loans, We are all for 
that We can certainly Use all the help we can get in collecting de- 
faults;. 

Going after student loans in Ahe same way that the IRS goes 
after delinquent taxes, j think, might be a very effective measure 
in convincing willful defaulters that they just "better not do it," 
thatthey are going to be caught up with sooner or later^ 

I Jbeiieve that there are a Tot of technical details, as Mr.Elvfcft- 
ddrf pointed out, that would need tobe resolved in that program. 
There would have io be a high degree of coordination among the 
c6i Action effort* of Ife State Mencfette D^rtnsem ofJMuca- 
tioh, and the Internal Revenue Department: I do believe those tech- 
nicalities could be ironed but and that it would be ah effective de- 
terrent and collection tool ; - 

Of course, Ed Elmendorf also pointed out that (prevention w just 
as important as cure, perhaps more wg, in keeping default down. 
This s* certainly true. And we think in Iowa that the ohc-ori-one 
relationship between the lender and the student borrower is very 
valuable. We encourage xmr lenders to ask for cosigners if they 
want to; many of them do, particularly the small banks and sav- 
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irigs and hxtrbv We «*ricourage the lender whoever _|xjssiHIe to in- 
terview the student and convince that student that this is not a 

Kill, trUix it iS gOSSg tO n3Vc" tG that nr iuxs ail ju ligation. 

We have hot, like many States, turned to a big_ central lender or 
to tax-exempt bondi^s in order to fund student loans. We have 
r^Hed on the great number of lending institutions in otsr State and 
have utilized them, and they have cooperated with us wonderfully. 

Now, we don't impose any unnecessary^ ^trictions, but we do 
expect these lenders to treat student loans just as they would any 
bthier obligation, any other consumer loan, and practice due dili- 
geivire in it tying \g thc^ loans. 

VVe believe that every student is entitled to loan access if that 
student heeds it, and we dp have last-resort lenders in Iowa. We 
have larger lenders *hat will make a loan to any qualified student 
under our agency 's guarantee. So they do have full acces. 

We also think every student is entitled to access to good counsel- 
ing, counseling against boirowlrig when it is hot necessary, counsel- 
ing against the pitfalls and the dangers of extending their indebt- 
edness Hw much more than they can repay. And we do 5eli«ve, 
al.^j. that these entitlements can best be carried put under the aus- 
pice* of a single^ State-controlled, State-appointed agency^ which is 
answerable to the State legislature and the State comptroller. We 
think that wa* the intent of the higher education amendments, and 
we hope that Congress will keep it that way. 

We do thank yoa very much for letting us give testimony: 

St*n;itor U.KASsii;v. Thank you. 

|M> Wnlff - prepared >latertit*nt follows:) 
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Stannary of Testimony 

by 

WUIis Am uplff^ U^tive Director 
Iowa College Aid Commission 



Guaranteed Student Leans 4*l_PLy5 loans are possible tfrpugft i JUwiy 
P*rtn*f>*!£ benefiting students, lenders, schools, local communities^ 
end the Haticrn, 



Grassroots involvement is the key to success of Iowa guaranteed loan p-ograms 



• more tfcan 670 lending institutions participate 



* 1400 nil lion in Iowa Guaranteed Loa.rt over past 4 years 

* $3:5 million in Xowa PtuS low since pr&qrm beqan In June 1962 

* 505 Of Ia*a college students nave Iowa Guaranteed Student Loans 
Default recoveries are a mijor problem for guarantee agencies 

* Iowa d*. ylts 16i 1 compared to nation*! averages - $4.5 million or 
4.51 of nw cured paper 

* CblJections to date - $123 v OOO or 21 0 f defaults 

* *te$> beino^ taken to improve collections include new state tax setoff, 
added collection staff for Commission, use of four outside collection 
agencies, skip tracing wit* help of Internal fcevenue Service 

Senate Bill 150. sponsored by Senator ftoger Jepven. would give Internal 
Revenue Service a partnership role in collection of defaulted loans 



* State agencies welcome this assistance 



* Close coordination between state guarantors. Department of education 
and Internal Revenue Service will fee essential 



* will tepsyciw logical deterrent to willful defaulter*, as wtll as 
collection tool for the $300 minion in claims being paid annually 

Default prevention equally is Important as cure 

* Students are entitled to full loan Information and access to necessary 
borrowing, with adequate counseling against over Irwfltbt adnes s 

* Best Insurance against misuse and a bust ef education loan 

- One-on-^nt relationship between lender and borrower, whenever 
possible 

* Oecentral Ued administration on a stately-state basis through 
a single statt guarantee agency awthorited by appropriate state 
entities and the Department of Education 
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Gnainv** Grass 1*/. natben of W Coarittee: 

I appreciate tn* opportunity to *ppe*r before you today is i 
re^ese-itativ* of the lowe College Aid Contusion,, the «gency respo«ible 
for t3»i>;istritio« of state scholarships, jruts and loans for college 
students i« Iowa; Specifically. I *a*e been imrH*?: tea brine j«>u iwfonntten 
About the Iowa Guaranteed Student to** rr«§rw and the bow* PUJS Iur rrogra*, 
whicn currently ire providing aid to one out of every t**> Iowa pestsecondary 
students 

Ck.- Coawission views the Guaranteed Loan and rtlS rrojrSS as a fbuc-way 
partnership which benefits everybody involved. The students ansd their parents 
benefit JirectJy from the lows, wnich nuke it possible for m*y to realize 
treir educational goals or help tfc*ir children to get college decrees. 

The State and Federal to»ern*ents benefit through t*e long-range 
pfoduct of broad educational opportunity a well-prepared ciiiienry 
cajole of becoming o«r tcsliuss, professional, technological and political 
leaders of tonwrow; 

The lending institution benefit through aslng th.-ir private capital 
to inaie guaranteed loans at a profitable Interest rate and, at the same 
time, serving the cUiie*s of their comw^nities in a tangible way. 

The coiinuhities themselves benefit hot JwSt the Allege cowwltle* 
that drperwJ on students for a healthy xonowy but all co**anlt1e* 1" 
need of welt -educated citizens for their future survival. 

This philosophy of a grassroots partnership with ihany contributors 
and beneficiaries has been the touchstone of the success of Iowa's loan 
programs. Practically every ben*, savings and loir association and credit 
union <n bur state «b>e than 670 1n all -« 1s walling loans to Iowa 
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college 5tu3e*"ts in£ their ;,*rents. Wery few lenders were participating in 

earner federal student loan program, and students found it difficult 
to g^t loin's. low* Students have no loan access profclems now. Over the 
past fair /ears, low* lending institutions nave invested more tiwin U00.000.000 
i* leans to low* students. The KuS Program has been in operation only a 
little over a year in our state, but during that .year iore than $3,500,000 
has been loaned to parents to help them budget tfvte cost of educating their 
children, to graduate students and to self -support in? undergraduates. 

Everything I nave said so far has been on tne positive side, out the 
guaranteed loan programs present plenty of problems, as I know it's 
unnecessary to point out to this Committee. Close to tn* top of Oils list 
of problems are defaults. It has become fairly easy for an/ Qualified 
student to set a loan, thanks to tne close-to-tne-source promotion and 
development of these programs by state agencies. Paying back the 16* hi 
is often far more difficult. 

for defaults in Iowa really are not alarving yet, compared to nationwide 
averages. Since May 1979 . when tne low* proqrim went into operation, bur 
Commission has paid default claims totaling $4, 561, £17, death and disability 
claims totaling $158,309, and $348,219 in bankruptcies, with $102.0^,000 
in loans that have reached repayment, our default rate comes to 4.5 percent. 

ue h*«e collected $123,000. slightly less than 3 percent of those 
defaults. This is not near'ty good enough, in our opinion, and we are 
taking a number of steps to improve our collection record. 

Upon our Commission's recommendation and with the support of our 
Governor, the State Legislature has authorized the Revenue Department 
to withhold any tan refunds for people who are in default on their Iowa 
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Guaranteed Student Loins, These refunds are O^ned over to the Iowa College 
Aid emission to be applied toward repayment of the loans. Of course. 
70 percent of this mwwjy goes back to the Department of Education, as do 
any other recoveries that we" realize on defaulted loans. The new tax 
refund offset has been in effect for less than a year, and fie feel it is 
g^ing very well. We have collected about $10,050 in tax refunds, and 
there have been a number that we did not preempt because the loan already 
««s being repaid at a satisfactory rate. Perhaps equally as important as 
the recoveries fro* tax refunds is the impact of this measure in convincing 
the public that the Sate of *3ea really means business on loan collections. 

We are adding a collections unit our Guaranteed Loan Division, anci 
we expect to handle ah increasing amount of this work ouFselves in the 
future. At present, we are using four different collection agencies to 
assist our staff in tracking down defaulters ind getting the* into repayment. 
It's a challenging job, and *e need all the help we can get. 

The guarantee agencies already are receiving assistance from the 
internal Revenue Service in skip-tracing defaulters. Updated address 
information is being provided on a regular bis Hi at the request of the 
guarantee agencies: We welcome Senator Roger Jep\en's proposal that the 
Internal Revenue Department cooperate with thi Department of Education 
and the state agencies in collecting defaulted student loans. Going after 
student loans in the same way that the IRS goes after delinquent taxes - 
and applying the same penalties » might go a long vay toward dramatizing 
the obligation to rtpiy these loans. With close coordination among the 
state and federal agencies concerned. I believe that Senator Jepsen's 
Senate Bill ISO would bring solid results in reducing the more than 
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$300,000,000 in reinsurance claims that the Federal govvnwrnt has been 
paying annually. 

Of course, prevention is equally as important as cure in keeping 
defaults at a minimum. The Iowa program was built on a foundation of 
hometown lending Institutions, and we are doing our best to keep the 
loans close to the community. The I ,dh least likely to default* in our 
experience, is the transaction between a borrower and a local lender 
who may have done business together in the past and mho plan to continue 
doing business in the future. Approximately 50 percent of the Iowa student 
loans have been made by lenders with student loan portfolios of less than 
$1,000,000. the default rate on these loans is negligible. 

Of course, not every student who needs to borrow is fortunate enough 
to have a friendly lender to turn to for student loans. Iowa Is blessed 
with a ricjn variety of financial institutions, and there are any number of 
lenders who are willing to make loans to such students under our Commission's 
guarantee: 

The Iowa program imposes no unnecessary restrictions on student loans, 
but we do ask the lenders to handle these loans m the same businesslike 
way that they would apply to any other consumer loan. We encourage, but 
do not mandate, co-signers and preliminary interviews with the borrower. 
We do require that the loan check be sent to the torrower's college for 
delivery after the school term begins. 

We believe that every eligible student is entitled to full information 
and access to all forms of college aid* including guaranteed loans. We 
also believe that every student is entitled to adequate counseling against 
unnecessary borrowing and the pitfalls of over-indebtedness. 
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Our Commission believes th«t these student entitlements can best be 
served by a single officially designated guarantee agency m each stite 
working in partnership With the lenders, the schools and the Federal 
government. We be'Heve that this Was the intent of Congress as embodied 
1n the Education Mmendiwnts of 1976 which persuedr^ Iowa and many other 
states to enter the guaranteed loan prog-am. 

If Congress and the Department of £ducat1on wish to buitd upon the 
success achieved by the state guarantee programs , all possible measures 
should b* taken to protect the decentral liatlon of the loan programs on 



a 5taie-by-state basis. The best insurance against misuse of these 
excellent and much heeded programs 1s to preserve the original concept 
of one tteicgmted guarantee agency per state, operating ender the 
official surveillance appropriate for tax -supported programs. 

thank yow for permit ting me to testify before this Comalttee. 

Ms. Wo/jfp. Can I answers any questions for ^ou? 

Senator Grassley. Yes* I think wi.^^M^^^J™^ m ~ 
swered. You have stated what your current default rates are. 

Ms. Woltt, Yes. It V 4.5 percent, based on loans and repayment. 

Senator Grassley. And I assume that your support of S. 150 
would indicate a feeling on your pail that that was significantly 
correct, that default rate? 

Ms. Wolff . I think it would certainly prevent it from going any 
higher. You know, with * program of unsecured loans yota are 
going to feave a default rate. If we can keep that default rate uiwler 
5 percent, Lthink we would be doing weiL - - 

Senator Grassley. Do you have a jperceptionttutt IRS would fl^ 
greroively collect delinquent accounts M referred tothem? And I 
guess I would ask you to think in terms of that IRSt like maybe 
any other Government agency, feel* like they don't get adequate 
appropriations to do the job that they, have mandated to the_m,_ 

Ms. Wolff. That is profcfcly true- It wpuld_ haw to te a jgvtn^ 
ship effort, I think, between the Department of Edttca; on, IRS, and 
State agencies. -- . #c + 

Senator Grassley. I think that's all tbs questions I hav© T&a:tk 
you ve#y much. 

Ms. Wolff. Thank ym* Senator Grassley. r 

Senator Grassley. 113 see you next week before another coasmt- 
tee- 

Ms. Wolff. Fine; _ 

Senator Grasslfv* Hie hearing is ^Swirned^ - - 
{Whereupon, at 12:35 p^Jhe hearing was concluded.] 

_[8y direction ^t^ehaarman the following communication was 

made a part of the hearing 1 record:] 
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State Education AstiSTXNCf authority 
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Boa »M 

CNWW Hill NC 275 W 



Sep tenter 26, 1933 



Senator- Charles Grasslev 

1 3 bar I Senate Office CuUdlrig 

Washington, D.C. <?3?10 

Dear Senator Grass ley: 

Ss ah agency of State government cUrged With the responsibility for waking 
student educational loan credit available and for collecting student loans, 
I write to support the principle set forth In Senate BUI J50. This bill, I 
understand, will require t** Federal Government to demand the repayment oC 
uncolVectod student_lo4*ns through an cf?set against any Feo&rat tax refund 
W D ' c h u* y be due the de fau 1 ter . From. ourexoerl ence_ In_ the S ta te_of _Borth _ 
Carolina, this Is an Important piece of legislation that should be enacted by 
the Congress as sboi as possible. 

Several states, 1 he ludlhg No>tn CarolUa* have emacted similar measures at the 
I e*el_of_State- taxation to recover oefaui ted student loans. The North Carolina 
General Assembly passed legislation several years ago which requires State 

aiitncies_to_ su_>n_U_tp the to^ * Ustof all 

P er > ons *'l h outstanding debts owed the agency. Checking. th1s_lut_of defaulter* 
a^amst the roster of persons scheduled, to receWe State tax refunds is accom- 
plished turougn a confute r natch. Since 1980, we have identified more than 
K74j borrowers who owed thl s agency nore than $257,000 through this debt off- 
set process. Initially, the Oepa rCneht of Revenue was not enthusiastic about 
tn* pr!>Mn*t_uf__L»*i^ bv exercising 

full cooperation arongtheagerKlej^anib^ 

conputerUation, tne program has not proven to_be a_burden_ on the De@artaent_ 
of tevenue. indeed, it has worked to strengthen the col lectlonef fort of tne 
ag*hcy which has paid but Uxp*yt* funds to pay off the defaulter's rightful 

DDligation; 



The prlfiarjr advantages o* a oeti of f set act are : 1 } an effective means of 
Ipcalitrj tne borrower a_t little additional cost to_ tne_agency^ _2}_a_siroeg en- 
forcement an,, beyond the mere voluntary effort of a person wno made pledges to 
repay a student loan out *»6 often break such promises, jj a particularly 
strong psychological signal to defaulters and pot en tial defaulters that the. 
government is indeed serious about collecting the just debts owed to it, and 
4) an especially cost-effective technique for debt recovery. 
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Senator Charles Grassley * ***** r 26 ' 1983 



We believe that the enactment of the dePt vetof f act _}* .*» Caro n along 
wUh a conpanion act which Mtlnft.UAftf W*l0»»..?f'M on .J*" JJj 
dent loans to n*We satisfactory repayment arrangements .« J^'"" 
tiriuing .employment or.optainin^enploynent J«!t«lly -fth W« Sttt^arj t« 
most effective steps that the General Assembly has taken recently to fissure re- 
covery of funds owert to the State. 

Of course, such efforts are of little value when our defaulter does ™ 1de 
in the State of North Carolina nor pay State income taxes. However, most 
^u S be living within the United States and paying Unit«d States income taxes. 
Th" Efforts ot the States to collect through a deot setoff act ace _ lulled Mtf 
not completely: effectiveness the.UrUed States Ongrt5 $ ions which * 

laticn with respect to Federal ta*es. In our Opinion, thermions , wh^ch 
nave been raised by the t)ep*>tmeht of ration, _ihe_ Treasury 1 *"Ol|j 
Internal Revenue Service are-without merit. __Toe^ " 
the States that a debtsetoff act can work .effectively to restore funds (* the 
Treasury which are justly owed to the Gavernnent. 

Bather than explaining about the rising level of student loan djfiuitii^-J^- 
Meve Federal government snould be exacting meas arcs, which streng^n the 
nand of tnose charged with the responsibility for .collecting overdue debts, 
urge prompt Congressional action on this measure. 

Very truly yburs. 



Broadway 
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Senator Jesse Helms 

Seu^t^r John. Cast 

Representative Ue Andrews 
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